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Cost Plan for Automobile-rental Business 
By Srpney S. BourGeos, JR. 


It is doubtful that anyone can give direct information on the 
origin of the driverless-car rental business. The idea probably 
originated about the time when automobiles were becoming gen- 
erally accepted by the public, possibly about fifteen years ago. 

The business has grown to nationwide proportions. There are 
now at least two companies with branches, or some manner of 
representation, in nearly all principal cities of the United States. 
The service is used by salesmen, business men, pleasure seekers, 
tourists, etc., and even owners when their cars are not available 
for use. Some of the concerns rent out trucks as well as pas- 
senger cars. 

This article suggested itself when the writer was called upon to 
install a plan of accounts for a company of this kind, and the files 
of neither the American Institute of Accountants nor the National 
Association of Cost Accountants could supply any information 
whatever on existing accounting methods of other similar concerns. 
Consequently, this paper will present the substance of the plan 
of general and cost accounts instituted in the engagement 
mentioned. It seems that the business is of too recent origin to 
have developed much accounting material, or possibly there is, 
or has been, some reluctance to disseminate such information. 
There are few businesses in which it is more important to know 
costs. The failure of many of the companies can be traced to 
ignorance of the true cost of operating their vehicles. 

Where various classes or makes of vehicles with varying initial 
and upkeep costs are rented, it is essential to segregate both rev- 
enues and costs, if not on individual vehicles, at least as to classes 
of vehicles. A knowledge of the degree of profitableness or un- 
profitableness of classes as a minimum is indispensable for the 
purpose of scientifically establishing the rental rates. 

This question—Class or individual costs?—must be answered 
at the outset by the accountant in planning the cost installation. 
The choice is a matter of judgment and depends somewhat upon 
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whether the owners or managers are content with knowing costs 
and revenues of classes of vehicles or are insistent upon knowing 
and studying the costs and revenues of each vehicle. A system 
based on class costs has for its recommendation ease of operation 
with results reasonably trustworthy. Conversely, a system based 
on individual car revenues and costs, while involving greater effort, 
has for its recommendation an amplification of class costs—the 
ascertainment of what relationship the individual vehicle costs 
bear to the composite costs on such vehicles, thereby making it 
possible to correct or eliminate, within each class of vehicle, units 
with unfavorable tendencies. For example, the total cost and 
the items making up the total cost of operating a certain class of 
cars may be satisfactory, but by inquiring into individual car 
costs one may find, in this class, cars running below the average 
on certain cost items while others may be running much higher 
than the average on the same items. With the information 
furnished by the records on individual cars the application of 
corrective measures to the excessive costs may be possible; but it 
would be impossible to apply them with only class costs, because 
the variations on individual cars within the class affected could 
not be known under this method of cost finding. 

Whether costs are determined by classes or on an individual 
basis, it is wise to ascertain revenues derived from each vehicle 
in service. As will be seen later, this procedure forces an 
accounting for all mileage, and is an important safeguard 
against misappropriation of revenues. 

The outline of the plan in this article is based on individual 
costs, but this must not be taken as an advocacy of determining 
individual costs as against class costs. Since individual costs 
merely amplify class costs, it follows that the plan herein outlined 
may be adapted to either method of cost determination. 


REVENUE FROM RENTALS 


It has been found advisable to separate revenue from rentals 
in three accounts, which may appear in the general ledger under 
the titles of mileage, insurance and hourly charges. The mileage 
account should contain only revenue based on definite rates per 
mile. Theinsurance account consists of fees collected from renters 
to cover estimated insurance costs. This account represents 
income and must not be confused with insurance accounts rep- 
resenting cost or expense. Hourly charges consist of revenue 
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from cars rented by the hour. If both mileage and hourly fees 
are assessed to a renter for the use of a car, the revenue should be 
divided into its respective accounts. 

The usual procedure in renting an automobile is simple. The 
person desiring a car makes application in writing at the office 
of the company, furnishing whatever information is needed for 
identification purposes. The applicant agrees to certain rental 
conditions, among which may be the rate, precautions to be taken 
to prevent theft, fixing of responsibility for damage or injury, if 
any, and so on. The applicant is then furnished with a car of 
his choice and is given a memorandum of the mileage reading 
shown by the speedometer or hubometer at the time he takes 
possession of the machine. When the automobile is returned 
the mileage is again read for purposes of determining the number 
of miles traveled and computing charges at the agreed rate per 
mile, to which is added insurance, as well as hourly fees, if any. 
The transaction is completed when the charges are collected. 
The bulk of the business is done on a cash basis, but charge ac- 
counts are often opened for frequent renters. 

The memoranda or bills are arranged in pad form in duplicate, 
consecutively numbered, the originals being perforated in order 
that they may be removed and given to the renters. Provision 
is made on both copies for identification of the car, record of out- 
going and incoming mileage, and amount of mileage, insurance 
and hourly fees to be charged. These are summarized daily to 
show information necessary for purposes of accounting for cash 
and as a posting medium to the general-ledger accounts of 
mileage, insurance and hourly charges. 

The first step in keeping the detailed records of revenues is to 
post the daily earnings shown by the bills to the individual car 
records (Car record—revenues, exhibit 1, page 244). A separate 
record must be kept for each vehicle in service. At the end of 
every accounting period, these records will show the total produc- 
tive and unproductive mileage (commonly referred to as ‘“‘dead”’ 
mileage to indicate mileage for which no revenue is received) and 
the earnings, properly classified, derived from each vehicle. It 
is, therefore, only a question of dividing the total earnings by the 
sum of the productive and unproductive miles in order to deter- 
mine the average rate earned per mile on each vehicle. The 
revenues shown by these records are, of course, controlled by the 
three revenue accounts in the general ledger. 
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CAR RECORD can 
REVENUES 


| last | Present | MILEAGE AMOUNT BARNED 

Date Mileag- | Mil 
| reading Roading | Dead Mileage || Insurance || Hourly 
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This record serves the dual purpose of accounting for every 
mile traveled by the various vehicles and exposing the number 
of unproductive miles. When no such records have previously 
been kept and unproductive mileage has at some time been re- 
vealed, the extent of it has been found surprising. Some unpro- 
ductive mileage is excusable, but experience will demonstrate 
that it can be held within certain limits if kept under observation 
and properly controlled. 

As will be seen by reference to exhibit 1, the car record auto- 
matically forces an accounting for all miles consumed, whether 
productive or unproductive. Its value, as a means of safeguard- 
ing and protecting the revenues of the business, is obvious. By 
summarizing the gross earnings of each class of vehicle, they may 
be contrasted with the summarized costs. The difference will, 
of course, represent the protit or loss of each class. 


COSTS AND EXPENSES 


The cost and expense elements constituting the general ac- 
counts are as follows: 


Direct costs: 
Car depreciation 
Gas and oil 
Parts, accessories and repairs 
Direct labor 
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Indirect labor 
Insurance 
Car licences 
Miscellaneous direct costs 

General expenses: 
Advertising 
Executive and managerial salaries 
Office salaries 
Rent 4 

y taxes and operating licences 

og Ay power and water 
Depreciation—furniture and fixtures 
Accountants’ and attorneys’ fees 
Stationery and office — 


Telephone and t 
Traveling 
Stolen cars 
Rewards for recovery of cars stolen 
Miscellaneous general expenses 
Financial expenses: 
Interest and finance charges 
Bad debts 
Bad cheques 
Etc. 
costs we 
|PEPRECIATION || GAS OTL LABOR INSURANCE LICENSE MISCELLAS- || GENERAL TOTAL | 
| | | 


The direct costs are summarized monthly on the detailed record 
of costs (Car record—costs, exhibit 2). As in the case of rev- 
enues, a cost record is maintained for each vehicle in service. 

The general accounts are kept as they usually are in any plan 
of general accounting. At the end of each month journal entries 
are made to indicate application of costs and expenses for that 
month to the individual cars, and are in substance as follows: 


Application of following direct costs for month 
of ________ to cost of car rentals: 


(Accounts are itemized here) 
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Applied general and financial expenses............ xxx 
Application of following general and financial ex- 
penses for month of _______ to cost of car rentals: 


(Accounts are itemized here) 


The purpose of these two entries is merely to show in single ac- 
counts the total amounts of costs and expenses applied against 
the individual cars. At the end of the year these accounts are 
offset one against the other by reverse entries. 

Consideration wili now be given to the various cost and expense 
items and the method of allocating them to the individual vehicles 
and coérdinating them with the general books. 

Car depreciation. Depreciation is, at least, one of the most 
important elements of cost in the business, and its scientific 
computation is essential to the determination of accurate 
costs. 

There are two elements to be considered in estimating the use- 
ful life of an automobile: they are, in the order of their importance, 
(1) probable mileage to be obtained from the car and (2) lapse 
of time. It appears to the writer that the first element is so pre- 
dominantly important as practically to nullify the importance 
of the second. In other words, one can come very close to arriv- 
ing at accurate depreciation by writing off from month to month 
the depreciable value (cost less estimated resale value) on the 
basis of miles consumed. As an illustration, assume the cost of 
an automobile to be $1,200, with an estimated resale value of $300 
after the car has run 10,000 miles, which we shall say is the mile- 
age to be expected with reasonable upkeep under normal condi- 
tions. The depreciable value consequently would be $900 or 9 
cents per mile. Therefore, if this car consumes a mileage of say 
1,000 miles in a month, the amount of depreciation for that 
month would be $90. 

As in any other line of business, past experience must, of course, 
be drawn upon in establishing the length of useful life of an auto- 
mobile and in determining its probable worth at the expiration of 
that life. 

The depreciation record (exhibit 3) will serve as the detail of 
both the automobile-asset account and reserve-for-depreciation 
account and must be controlled by these two general-iedger ac- 
counts. It will be noted that it supplies all information neces- 
sary for the monthly computation of depreciation on the individ- 
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SrA 2 


-CARS- 
DATE PURCHASED 19 
on 
NOTOR NUMBER 
PROBABLE LENGTH OF USEFUL LIFE /oge0 


750.20 


AMOUNT TO BE DEPRECIATED. SSO. 


RECORD OF DEPRECIATION: 


199f 19 19 
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ual cars. Compositely, these records form the basis of the 
monthly debit to car depreciation and credit to reserve for de- 
preciation in the general books. The monthly mileage, for the 
purpose of computing individual car depreciation, is obtained 
from the individual revenue records (exhibit 1). After the de- 
preciation for the month is entered on the depreciation record 
(exhibit 3), the amount thereof is posted or transferred to the in- 
dividual cost record (exhibit 2). The car-depreciation account 
in the general ledger is equal to the amount of depreciation shown 
by the sum of all the detailed car records (exhibit 2). 


DAILY 
GAS & OIL CONSTPTION 
TRUCKS 


FORDS CHEVROLETS BUICKS 
Gas oil Gas oil Gas oil Gas oil Gas oil 
2 gi 3|_/ 
4 
§ 
= 
10 — 4 


Gas and oil. Gas and oil are included as part of the service to 
renters. Therefore, it is necessary to determine the amount 
consumed by the various cars. Moreover, sufficient protection 
should be afforded to insure reasonably that consumption will be 
for productive uses. To accomplish these two purposes it is 
necessary to keep a perpetual inventory in the general books, to 
which purchases are debited and consumption is credited. Sep- 
arate inventories of gas and oil may be kept if desired. 

Since purchases are made in relatively large quantities, the 
matter of accounting for this element is obviously simple. Con- 
sumption, however, offers a problem that involves diligence and 
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careful gauging in order to obtain accurate results. A satis- 
factory solution has been obtained by the innovation of a daily 
record of gas and oil consumption (exhibit 4, page 248). The 
information called for by this form is inserted daily at the time the 
automobiles are fed the fuel and lubricant. The consumption 
units are gallons for gas and quarts for oil. 


At the end of the month, a summary of the daily consumption 


records must be prepared showing the gas and oil used by each 
car. All purchases usually being made at the same prices, or at 
readily determined averages, it follows that the problem of allo- 
cating this cost to the respective cars is not a difficult one. It 
involves only the question of multiplying the quantities consumed 
by the purchase prices. The general-ledger entry is a debit to 
gas and oil and a credit to the inventory accounts for the amount 
of the consumption thus determined. The postings to the cost 
records (exhibit 2) are made from the monthly summary of the 
daily consumption reports (exhibit 4, summarized monthly and 
converted to money value, as explained). 


MONTHLY LABOR SULOURY 
ust worry 
< Cars Worked On re 
1 
3 
4 
5 
\ 
7 IN. 
8 


Parts, accessories and repairs. This account includes pur- 
chases of parts, tires and other accessories, and outside repairs. 
Purchases made for specific cars should be charged direct to those 
cars. Purchases made for stock must be charged to an inventory 


account and transferred to cost as used. The purchase or . 


voucher register is the book of original entry for both general and 
cost records. 
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Labor. The source of the charges to this account is the monthly 
labor summary (exhibit 5, page 249), which is a summary of the 
daily time reports (exhibit 6). The monthly labor summary 
serves as the posting medium to both general ledger and indi- 
vidual car accounts (exhibit 2). The monthly entry in the general 
books consists of debits to direct labor and indirect labor and a 
credit for the sum of the two to accrued payroll. The charge to 
the individual car record (exhibit 2) is made from the monthly la- 
bor summary (exhibit 5). Actual disbursements for labor costs are 
debited to accrued payroll. At the end of the month the remain- 
ing credit balance, if any, in accrued payroll will, of course, rep- 
resent wages accrued but not paid. 

Time spent directly on cars by mechanics and others is charged 
to direct labor. General shop work which can not be allocated 
to specific cars is charged to indirect labor, and is distributed to 
the detailed cost records (exhibit 2) on the basis of the ratio of 
each car’s monthly mileage to the total mileage of all cars in 
service during that month. 

Insurance. In the general books, all insurance premiums are 
charged to prepaid or unexpired insurance, and each month the 
actual expired premiums on all cars are summarized and credited 
to this account and charged to insurance. Only insurance which 
can be put in the category of direct costs should be charged to 
this account, as, for instance, fire, theft, property-damage and 
public-liability insurance on automobiles, and workmen’s-com- 
pensation insurance covering direct and indirect labor. Any 
other insurance of a general or administrative nature, such as 
insurance on the lives of officers, workmen’s-compensation cover- 
ing clerical and managerial salaries, fraud or forgery, etc., should 
be charged to an insurance account under the caption of general 
expenses. 

Equitable distribution of insurance costs to individual cars is 
largely a matter of judgment. Insurance based on definite 
values of cars and predetermined rates should be allocated on that 
basis; workmen’s-compensation insurance should be allocated on 
the basis of the ratio of labor applied to total labor; liability and 
property-damage insurance, if such premiums are based on gross 
earnings (as they usually are), should be allocated on the basis of 
the ratio of each car’s earnings to total earnings; and so forth. 

Car licences. Expenditures for automobile licences must be 
charged to prepaid licences, as they are paid in advance. Since 
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licences are a predetermined yearly cost, it is simply a matter of 
allocating to each car one-twelfth of the yearly cost at the end of 
every month. The entry in the general books is a debit to car 
licences and a credit to prepaid licences. 

Miscellaneous direct costs. Any unusual items of direct cost 
are to be entered in this account. For example, a renter may so 
damage or wreck a car as to remove its cost of renovation from 
the category of ordinary repairs. In such cases the charges 
should be made to miscellaneous-direct-costs account. Alloca- 
tion to individual cars should be made on the basis of the ratio of 
each car’s monthly mileage to total mileage of all cars in service 
during that month. It would not be representative of normal 
conditions to charge the entire loss to the vehicle in question, such 
losses being in the nature of extraneous occurrences, the extent of 
which should be borne by all vehicles in service. 

General and financial expenses. The entry previously illus- 
trated is made in the general books at the end of every month. 
The total of general and financial expenses is allocated to the in- 
dividual cars, as in two previous cases, on the basis of the ratio of 
each car’s mileage to total mileage of all cars in service. In- 
dividual car mileage is obtained from the revenue record (exhibit 
1) maintained for each car. This means not only the productive, 
but also the ‘‘dead”’ mileage; in other words, total mileage con- 
sumed by each car. Total mileage of all cars is determined by 
summarizing the mileage shown by the individual records (ex- 
hibit 1). 

The only account under this caption which may require special 
comment is stolen cars. When it is definitely ascertained that 
an automobile has been stolen and is beyond recovery, the carry- 
ing value as an automobile should be eliminated from the books. 
Therefore, the following entries must be made: 

xxx 
To provide for depreciation from beginning 
of month to date of disappearance of automobile. 


To apply accrued depreciation up to date of 
disappearance of automobile against asset account. 


To transfer net book value of automobile stolen 
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If there is a probability of recovery from an insurance company, 
the book value of the stolen car may be carried in suspense until 
such recovery, but not, however, in the car account. 


CONCLUSION 


When the plan of general and cost accounts outlined herein is 
adopted and religiously adhered to, it will be found to give much 
valuable information to the management that no plan of solely 
general accounts can possibly furnish. It will permit the estab- 
lishment of mileage rates on different classes of vehicles with 
accurate knowledge of the amount it costs per mile to operate 
them. Leaks, inefficiencies, wastes and unproductive mileage 
on individual cars will be exposed, making it possible to apply 
the necessary remedies. 

It is true that the plan involves considerable clerical work, but 
this is so of all methods of cost finding which seek to determine 
and explain detailed costs. The writer is of the conviction that 
the additional efforts necessitated by these cost records are well 
justified when the wealth of useful and valuable information ob- 
tained therefrom is placed in contrast. 
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Value of the Balance-sheet to the Executive* 
By MiIcHAEL H. SIGAFoos 


The value of the balance-sheet to the executive depends on 
two things: careful preparation by one who is skilled in 
assembling statistics concerning the operations of a business, 
and ability on the part of the executive to understand what 
these figures mean when applied to his own business. 

The balance-sheet, no matter how comprehensive, is no 
better or more useful to the executive than his fitness to analyze 
it and to apply the good he gains from it, his fund of information 
necessarily being limited to the confines of his own preparatory 
training and study of plant operations. If schooled, he is able 
to trace and recognize the operations of the business reflected 
in the assets—current, invested and otherwise—as well as in 

the liabilities of the company. 

| | The executive of today must be a man of many parts, able to 
j face facts and grapple with realities. He should have a practical 
as well as an analytical mind, able to sense situations from a 
natural, physical viewpoint as they exist in the running of the 
plant and should recognize them when presented in condensed 
statistical form, as he reads the balance-sheet. 

The first item to engage his attention is the cash in bank— 
the most liquid asset of all. If the balance is heavy or unusually 
large, he wants to know how much of this amount is represented 
in loans from banks and, moreover, how much more cash will 
| be needed to meet current requirements for payroll, vendors’ 

bills due on a certain date, temporary bank loans maturing, 
which he wishes to avoid renewing, if possible, or to increase, 
if necessary. He may also require funds for interest due on the 
funded debt or sinking-fund requirements, if any, and perhaps 
for the much coveted dividend declared, the payment of which 
is due within a fortnight. 

Having satisfied himself as to cash requirements, he directs 
his attention to accounts receivable. He desires to know the 
estimated or expected receipts from this as well as other sources. 
There is always more or less speculation as to the actual, de- 
pendable revenue from this item on the balance-sheet and, 


* Address delivered at a meeting of the Philadelphia chapter, Pennsylvania Institute of Cer- 
tified Public Accountants. 
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therefore, the accountant has prepared a supplementary state- 
ment, showing the age and collectability of the accounts. There 
are certain accounts delinquent and others on which definite 
promises to pay have been made. The executive knows from 
the information gained from his credit man that certain custom- 
ers, not having discounted, which is seasonal with them, do 
not fail in their full-time remittances. Moreover, he may be 
able to obtain a trade acceptance or, better still, notes which 
can be discounted. He has now at least a starting point. He 
may have to take a deep breath, several of them in fact, before 
he can see his way clear to the next step—that of repairing his 
inventory of raw materials which is below the normal line and, 
in view of market conditions, does not warrant his waiting to 
buy the required material for orders carrying a definite delivery 
date; whereas, thirty days prior to this time, he could have covered 
his needs possibly at less than he can today—a penalty for 
gambling against the market. His ability to analyze the balance- 
sheet for a way to successful financing is his one refuge. 

Of necessity, the executive must have a running knowledge 
of market fluctuations peculiar to the class of merchandise used 
in his particular line of manufacture. He consults with his 
purchasing agent, learns of deliveries due, immediately confers 
with the plant foreman as to the floating inventory set forth 
in the inventory analyses and inquires if there is any surplus of 
raw material assigned for, fabrication on stock orders, possibly 
a little long, on which he can borrow, replacing it as soon as 
he is covered for promised deliveries. In some instances, the 
concerns he buys from guarantee prices against decline; in others 
he is not so fortunate. 

He summons his sales manager and learns the details of 
orders booked, for some of which the goods have been partly 
processed or finished, ready for shipment. His problem is not 
wholly solved. Again he consults the analysis of inventory 
in process and otherwise. On some of the large orders under 
way a cash deposit is required. As the processing of the goods 
progresses, more deposits are received and by the date of ship- 
ment as much as 50 or 75 per cent. is remitted by the buyer, 
the balance due being paid on arrival of the goods at desti- 
nation after examination, approval and acceptance. 

By the statistics furnished in this schedule, the executive 
is able to determine from the balance-sheet to what extent he 
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may look for relief from this source and gauges fairly definitely 
the amount of dependable cash coming in within the next week 
or ten days. The reason for requiring advance payments on 
large orders as they progress, which may take six months’ time 
or more to complete, is to cover the outlay of direct and indirect 
labor and overhead, as well as material. This is not a usual 
practice, but its occasional occurrence is known from personal 
experience, and it is a condition which helps illustrate the value 
of the balance-sheet to the reader thereof. 

The executive, having satisfied himself that he can reason- 
ably meet the requirements for orders promised, in order to 
determine further his financing plan next proceeds to analyze 
the amount of unfilled orders with regard to quantities of ma- 
terials necessary to complete them, matching this against the 
amount of purchases he must make for future delivery and 
balancing this with any surplus he may have over mill-level 
requirements—another supplement to the balance-sheet. 

There is one serious feature with which every executive is 
confronted, i.e., the amount of inventory, raw, in process and semi- 
finished, necessary to balance the requirements of his mill. He 
dislikes to disturb this balance except in the most extreme instances 
as the financing of his company naturally depends upon the 
fluctuation of orders received and deliveries promised. This 
inventory should always be carried at the lowest possible quantity 
and cost, and although it may turn over and change any number 
of times during the year there is always required a certain 
amount of floating inventory to balance the run of the mill and 
also ‘‘time in’’ with departments having continuous operations. 
We speak of ‘‘priming a pump.” As the amount of water or 
other liquid carried at the valve level is to the pump, so is the 
floating inventory to a well balanced factory flow of production. 
This inventory should be the minimum quantity valued and 
carried at the lowest possible cost. If it can be replaced at a 
lower figure, it should assume this value, but never should be 
rated at a current cost of replacement. It is a most certain con- 
clusion that low market levels return from time to time and the 
manufacturer should protect himself against such periods to 
the extent that when the market does drop, he is reasonably 
sure his mill-balance inventory needs little if any writing 
down, at any rate none resulting from appreciation over original 
cost. 
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Where investments are carried by corporations whose surplus 
cash has been temporarily converted until certain requirements 
are due, the executive determines whether the investment has 
increased or decreased, in comparison with the previous month 
or possibly as far back as its inception. He also scrutinizes the 
plant investment and looks for changes in it. If it has increased 
by reason of improved machinery purchased, he desires to meas- 
sure the value of the investment by the returns estimated by his 
engineers. He must know if the resultant economy is from greater 
speed with corresponding output and with the same amount of 
labor or with less labor—power consumption considered. 

The executive passes on to the sales for the month reflected 
in accounts receivable, having before him an analysis of both. 
We speak of sales as the finished product—actually delivered 
and charged to the customers on the books of account. With 
some concerns, of one of which I have intimate knowledge, the 
classification of sales shows the profit or loss of each class of 
product manufactured, together with the percentage, and also 
a calculation of the total. The executive may find some sur- 
prises in this analysis compared with the original estimate when 
the business was undertaken. The surprises will be both ways. 
He realizes that he can not intelligently operate the business if 
he does not know which line of output shows a loss, splits even 
or yields a profit. It is beyond peradventure that the average 
manufacturer, large or small, guesses or has the wrong infor- 
mation entirely as to whether he is making or losing money. 
In many instances the product pushed the hardest, in the belief 
that it is the most profitable, is a losing proposition. A well 
regulated set of books—condensed in the form of a comprehen- 
sive balance-sheet—will serve well. The concern that knows 
its profits every month on each class of output sold is likely to 
be successful but, as far as such information is concerned, pos- 
sibly is the exception. 

Before the executive is through with the analysis of his sales, 
he confers with his sales manager to ascertain whether or not the 
figures reflected on the papers before him seem correct according 
to the judgment and intimate personal knowledge of the sales 
manager, who must have at command a comprehensive digest of 
the various selling branches and know beyond a reasonable doubt 
whether or not the executive is informed on generalities and 
thinking in terms on a par with his own line of reasoning. 
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It is an old story, but one, I believe, appropriate to this dis- 
cussion, that while selling is the big game the buying makes 
for the selling and that conservative purchases on a carefully 
studied market, due consideration being given to orders in hand 
and to prospective business, will always bring good results to the 
executive who is wide awake, well informed and endowed with 
a good bump of common “horse sense.” 

The executive turns to his record of statistics to study the 
turnover of his inventory with regard to sales, and his net in- 
vestment of capital and surplus, whichever way he chooses to 
figure it, compared with previous periods. He times this turn- 
over with the business, not only in volume and tonnage, but also 
as to periods, which have special significance. The volume of 
sales must be compared not only with that of the same month 
of a past year, but with a similar period, whether two, three, 
six Or more months or a year ago. Volume, however, is more 
or less a misnomer at times. Therefore, consideration must 
be given to tonnage and price fluctuations must be compared, 
so that the volume of a given period may be reconciled with the 
current volume, to the end that judgment, after consideration 
of facts reflected in the sales department, may be fair to all 
concerned when driving hard for increased volume in sales. 

Another glance at his statistical record, prompted by the 
balance-sheet, shows the executive the amount of money spent 
for obtaining new business and for the maintenance of long- 
standing trade relations. The executive who thinks the pro- 
verbial “John Doe,’’ who has been his customer for five, ten or 
more years, does not need calling upon is much mistaken. Old 
customers, large and small buyers, are harder to hold than new 
trade is to obtain. The former require attention and must be 
given consideration occasionally. New customers must not be 
accorded all the favors and attention. 

Just how much money is being spent by the general sales 
manager and his corps of salesmen is reflected in another sup- 
plement to the balance-sheet. Every dollar of sales value 
should show a percentage of cost and, naturally, an expected 
profit. This dollar must be tied in with tonnage, footage or 
otherwise, whichever is the determining factor to gauge volume, 
and from the results shown the executive must resolve by good 
judgment whether or not increases or decreases in percentages 
mean anything more than arithmetical determinations, com- 
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parative, attractive and interesting. He must seek out and 
determine (and here is where his training and natural fitness 
come in, together with ability to read and analyze his balance- 
sheet and operating statements) whether or not the actual 
physical conditions correspond with the statistical facts before 
him. The figures can not be changed, but the conditions may 
be governed and directed to spell better results on capital in- 
vested. 

The executive, having completed his reading and study of 
the balance-sheet, compares his cash, accounts receivable, 
inventories, plant investment and liabilities and sums up in 
his own mind a conclusive picture of the status of the business at 
the period conforming to the date of the figures before him. 
The balance-sheet is an aid and is valuable, he realizes, only as he 
is able to utilize its information in the successful movement of 
the entire working force under his personal direction. It is 
not a panacea for all ills. It bespeaks that which has happened, 
is a guide to the future, and, if coupled with practical experience 
and clear foresight, it enables the executive to arrive at some 
constructive conclusions whereby he may determine just what 
course is the best to pursue. 

Those of the accountancy profession, who have had opportu- 
nity to study through actual experience the réle of an executive, 
find that should places be exchanged they would swallow lots 
of their own medicine, the doses not always being in homeo- 
pathic proportions. It is one thing to advise; it is another to 
execute the same advice. 

One of the principal items causing the executive much concern 
is the variation of consumed, unconsumed and also overconsumed 
mill overhead. This is reflected indirectly on the balance-sheet 
and is supplementary to it. He must be careful that the custom- 
ers derive the benefit from the overconsumed overhead. It is not 
fair to the customer, much less to the company, to charge in 
the cost set-up when bidding for business the unconsumed over- 
head of the mill and move this on to the “good customer” 
who gives the order. 

The admission of this practice refutes the argument that over- 
head in any factory is the hardest problem to contend with and 
that in many instances it is cheaper to operate with an overhead 
loss than to shut down a department, if not the entire works, for a 
season. If the plant is shut down, trade of long standing is 
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neglected and labor will naturally drift away to other employ- 
ment. 

The balance-sheet is only a partial aid to the executive in 
assisting him in matters of importance, and the schedules sup- 
plementary to it, setting forth certain vital detail, are factors to 
be considered. It is the small fox that destroys the grapes, 
the small leak that sinks big ships, and the time to remedy all 
matters in a large manufacturing plant is when they are dis- 
covered—this by exhaustive analyses. They must not be al- 
lowed to drag along indefinitely with the idea, which is false 
economy, that too much money is being spent for repairs and 
upkeep and that things will ‘“‘shift’’ for a time. One must 
always be ready for marching orders. 

In conclusion and with a last reference to the time-honored 
and often-much-abused balance-sheet, with its supplementary 
pages of information—it is of great value and indispensable to 
the executive. Conversely, if improperly prepared or not care- 
fully studied, or if it is placed in the hands of an executive not 
possessing the proper qualifications or natural fitness, it is a 
dangerous instrument. Its greatest value is at a time nearest 
to the closing of the month’s business. It is of no value, beyond 
possibly interesting reading, when it comes to the executive and 
his board of directors thirty days, and sometimes later, after the 
date of periodic closing of operations. In many instances, 
financial statements of corporations are available by the 10th and 
12th of the succeeding month. Where this condition exists one 
may look for prosperity and a well managed corporation. 

Knowledge and power are twin factors. Each depends upon 
the other and, when unevenly teamed, they leave the loaded 
vehicle, industry, stranded by the wayside, surpassed by concerns 
equipped with a better balance of power. 
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State Income Tax* 
By W. CoL.ins 
INTRODUCTION 


I approach this subject with a great deal of diffidence. The 
subject of the incidence of taxation is so broad and it has had 
devoted to it the profound study of so many eminent scholars 
who differ on many things, including the propriety and desira- 
bility of the income tax, that in discussing it I am forcibly re- 
minded of the quotation, ‘‘Fools rush in where angels fear to 
tread.” 

However, all that I shall attempt to do in this humble contri- 
bution is to present a few theories, facts and conclusions which 
it is hoped will be provocative of thought on the subject of a state 
income-tax law for Colorado, which must eventually, and prob- 
ably soon, become a live issue in this state. 

In recent years, more attention has been given to the study 
of taxation with a view to finding new sources of revenue for 
meeting the increasing demands of organized society and also 
with a view to more nearly equalizing the distribution of the 
burden. 

The National Tax Association has done monumental work 
and has perhaps been the most potent organization formed for this 
purpose in that it is composed of representatives of educational 
institutions who are students of the subject in its theoretical 
aspects; of tax officers and others appointed by the governors of 
the several states who represent the practical end of the problem, 
being administrators of the laws and the taxpayers themselves; 
and, as a third group, of certified public accountants appointed 
by state societies of certified public accountants who have 
the combined interest of the student, the practitioner and the 
taxpayer. 

The labor of the National Tax Association has, I believe, 
accelerated the national evolution of thought along tax lines 


during the last several years and has served to guide national, - 


state and local tax laws along scientifically correct theories of 
public finance, except as they have inevitably been influenced by 
political and other local influences. 


* Address delivered before a meeting of the Colorado Society of Certified Public Accountants. 
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The taxpayers’ associations in many states of the Union have 
also exerted considerable influence in matters of taxation. These 
associations are frankly selfish, their object being to relieve the 
taxpayer, if possible, of some of the burdens of taxation. Since 
however, that is the proper objective of every government and 
every student of political economy, their purpose is worthy and 
entirely legitimate. 

Civic groups have sprung into being in recent years and have 
taken up aggressively the study of public finance, and their 
labors have found expression in ways that have influenced public 
thought and legislation. Private classes are being formed with 
capable instructors to teach theories of taxation, which shows 
an earnest interest in the subject on the part of the people and 
portends advancement in legislation. 

The period of the war and the reconstruction period following 
the war have naturally produced the greatest activity in tax 
matters. Enormously greater sums were required then for pub- 

t lic expenditure than were formerly spent. This caused the bad 

} features of existing laws to become especially burdensome and 
relief was naturally sought by substituting or adding new methods 
of collecting revenue. This explains the fact that all modern 
income-tax legislation in the United States has been enacted 
within the last sixteen years. 


INEQUITY OF THE AD-VALOREM TAX ON PROPERTY AS THE SOLE 
SOURCE OF REVENUE 
Basis of equitable taxation is ability to pay 
All systems of taxation from the beginning of society have been 
based upon the theory of ability to pay. The application of 
this theory may have been erroneous and unjust and the relative 
: | ability of citizens may have been entirely misjudged in times past, 
but the underlying principle has always been there and is still ' 
our guiding star. The committee appointed by the National 
Tax Association to submit ‘‘a model system of state and local 
taxation,” rendered its report in 1919, and in this report were 
stated the underlying principles of our state tax systems as 
representing three points of view. In the words of the committee, 
these are stated as follows: 


“The first is the principle that every person having taxable ability 
should pay some sort of a direct personal tax to the government under 
which he is domiciled and from which he receives the personal benefits 
that government confers.” 
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The second principle as stated by the committee is: 


“That tangible property, whomsoever owned, should be taxed 
the jurisdiction in which it My Aeon because it there receives eee 
and other governmental benefits and services.” 

The committee concludes its outline with: 


“The third principle, somewhat less clearly and generally exemplified 
by our tax law but discernible nevertheless, is that business carried on 
for profit in any locality should be taxed for the benefit it receives.” 

The ability to pay reflects in a way the benefit the individual 
person receives from the state. Under its protection he is en- 
abled to accumulate wealth and so to invest that wealth that it 
brings an income. Therefore, his ability to pay has resulted 
from the benefits of government and he should contribute in 
proportion to that prosperity. 

The property tax has been from time immemorial the mainstay 
of public revenue. It was originated as a faculty tax, or in other 
words as being the best measure of a man’s ability to pay. It 
was not the purpose originally to tax the property as such, but 
to use it as a measure by which the benefit or, in other words, the 
income derived by the owner could be taxed. A casual study 
of the effect of the property tax today, however, would show how 
far we have strayed from the original idea of a faculty tax. 
Escape of intangible property 

The evolution of society must carry with it the evolution of 
its laws to reflect the progressing ideals of its members and to 
meet practical conditions. The evolution of society in this 
country has brought about conditions that have caused the gen- 
eral property tax to suffer a serious breakdown—not that it has 
ceased to be the main foundation of our public revenue system 
or that it will ever be otherwise, but that in its present adaptation 
it is resulting in serious inequality in the distribution of the tax 
burden. 

If property were all of such character that it could not be con- 
cealed the situation would not be serious, but the growth of 
intangible wealth in the form of municipal and commercial 
securities, franchises, patents and goodwill, as well as personal 
effects, has grown to such an extent and has been so successfully 
concealed that the burden of taxation under the property tax 
system has fallen almost entirely upon real estate. 

The extent of this class of wealth can not be determined but it 
probably is as great as the tangible wealth which finds its way 
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on the tax rolls. If this guess be true, and it is nothing more 
than a guess, tangible property is bearing double the burden it 
should, eliminating more or less the immaterial relief received 
from other sources of revenue; but whatever the amount of 
wealth thus escaping taxation is, its share of the tax burden is 
not being borne by its owners and some remedy must be found 
for the situation. Every state in the Union has failed in its 
attempt to collect taxes on tangible property and other property 
subject to concealment. Colorado is no exception. 


Efforts to remedy the situation 

In Colorado, and in Denver especially, an earnest effort has 
been made to find and assess intangible wealth. In Denver the 
records of the probate court are examined to discover any money 
or investments subject to taxation and all the estates are thus 
caught, but it is only for the year. The decedents may have 
possessed this property for many years prior thereto, but in 
view of the fact that it is the conviction of tax officers that most 
of this kind of wealth does not find its way on the tax rolls, 
these officers do not have the heart to put on additional assess- 
ments for prior years, thereby compelling the widows and orphans 
or the beneficiaries of these estates to pay a grossly exorbitant 
tax in proportion to that of others whose wealth has not been 
exposed by death. 

In Denver during the last three years, competent accountants 
have been added to the staff of the assessor and an examination 
of the books of taxpayers has been made. This has resulted in 
the discovery of considerable wealth in the form of intangible 
property but in comparison with the probable aggregate of this 
class of wealth, the amount so discovered is indeed small. So in 
Colorado we still rely almost entirely upon general property tax 
for our public revenues. 

Twenty years ago students of economics were berating the 
general property tax in no uncertain terms. In 1907 Professor 
Charles Lee Raper, professor of economics of the University of 
North Carolina, in an address before the National Tax Associa- 
tion at Columbus, Ohio, made this statement: 


“For our states to continue to collect most of their revenue from that 
miscellaneous and unclassified thing called general property, the method 
of taxation which has no general defense except that based upon ignorance 
and stupidity, as many of them in the past have done, and not a few 
still do, is to continue to place a great premium upon ignorance, stupidity, 
inaccuracy, laziness and dishonesty.” 
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While we perhaps will not all subscribe to the strong terms in 
which he describes the system, yet the soundness of his contention 
is undoubtedly verified by the fact that most of the states have 
ceased to place their reliance upon the general property tax as 
the chief source of their revenue and have ceased to close their 
eyes to the farcical assumption that intangible wealth is being 
taxed under this system. Different methods have been tried by 
several of the states to secure a tax on intangibles. Some place 
heavy penalties upon the owners where it is found that they have 
been concealing such property and in other states this class of 
property is classified and taxed at a lower rate than other property, 
not because it should not pay as high a rate but frankly because 
the taxing authorities acknowledge their inability to circumvent 
its elusiveness and because it is hoped that a lower rate will entice 
it out of its hiding place. Some success in this direction has been 
achieved but it has been far from satisfactory. However, few 
states in the Union today are attempting to collect taxes at the 
regular rate on intangible property. Colorado is one of the few 
that has not abandoned the pretense. 


OTHER SOURCES OF REVENUE 


Local government 

In Denver 77 per cent. of the revenue raised is from general 
taxes. This, of course, excludes revenue from public utilities and 
special assessments for local benefits. The other 23 per cent. 
represents, for the most part, fees for services rendered in the 
various departments of the local government and does not repre- 
sent charges for the purpose of revenue but rather charges to 
cover the cost of administration, as practically all of the revenue 
for the general departments of government is raised through 
general property tax. 

Denver pays 27 per cent. of the taxes of the state of Colorado, 
so the above percentage of revenue from the property tax applies 
to 27 per cent. of the state. Eighty per cent. of the revenue 
raised by the city of Pueblo is from general taxes and Pueblo 
pays 4.8 per cent. of the taxes of the state. In Colorado Springs 
91 per cent. of the revenue is raised from general property taxes 
and Colorado Springs pays 4.6 per cent. of the taxes of the state. 
These are the only cities in the state having over 30,000 popula- 
tion, and, since the statistics of the department of commerce of the 
United States government cover only cities having a population 
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of 30,000 or more, information regarding the other cities and 
towns of the state is not available. In the rural sections of the 
state, however, practically 100 per cent. of the revenue is raised 
from property taxes, and therefore it is probably safe to estimate 
that in the state, outside of the cities of Denver, Pueblo and Colo- 
rado Springs, 98 per cent. of the revenue is raised from general 
property taxes. If this estimate be correct, a weighted average 
of both cities and rural sections would show that 91 per cent. of 
the entire public revenue for the purpose of local government 
comes from the general property tax. According to a study by 
Professor Lionel C. Eddy of the bureau of business research of the 
Indiana University, whose study was based on the United States 
Department of Agriculture Year-book, 1924, he determines that 
the percentage of all state and local revenue derived from gen- 
eral property tax in Colorado is 92% per cent. Therefore, it 
seems conservative to say that from 90 to 95 per cent. of all 
public revenue in Colorado comes from this source. 


State government 


In the case of the state government, a greater portion of its 
revenue comes from sources other than general property tax. 
Inheritance tax, gasoline tax, etc., constitute a considerable por- 
tion of its revenues. However, it is interesting to compare the 
percentage of state revenue derived from general Property taxes 
in the various states. 

Two states—California and Dentagteedptete none of 
their state revenue from general taxes. Five states get less than 
20 per cent. from this source; two states from 20 to 30 per cent; 
six states from 30 to 40 per cent; six states from 40 to 50 per cent; 
three states from 50 to 60 per cent; fifteen states from 60 to 70 per 
cent; six states from 70 to 80 per cent; two states from 80 to 90 
per cent., and one state—Nebraska—gets 92.1 per cent. of its 
revenue from this source. From this it will be noted that 
exactly half of the states receive more than 60 per cent. of their 
revenue from general taxes. Colorado gets 69.1 per cent. from 
this source. 

The effect of receiving other sources of revenue would be to 
relieve the strain on property. The extent to which this relief 
would be felt would be in proportion to the percentage of the 
public revenue raised by the property tax. Revenue from other 
sources will not be affected, inheritance taxes will be just as 
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productive, the gasoline tax will undoubtedly remain the same 
and since the general property tax is resorted to as a means of 
supplying the difference between the miscellaneous classes of 
revenue and the required budget, any relief obtained through an 
income tax would be felt by the property owners. 


THE INCOME TAX 

Perfect in theory 

The advance in standards of government in recent years, 
during which society has demanded that public standards 
be advanced to keep pace with the progress in private stand- 
ards of living, made greatly increased revenues necessary, and 
that, together with the extraordinary requirements of war, 
rendered the system of property taxes as a sole source of revenue 
grossly inadequate. This caused the students of public finance 
to renew the consideration of income tax as a source of relief. 
The income tax is generally conceded to be in theory the most 
equitable tax ever devised. It is essentially a faculty tax: the 
more a man earns the more he is able to spend; therefore, the 
more he is able to contribute to the support of the government. 
It is apparent that the income tax will be more productive in 
the more highly developed states, for in those states commerce 
is organized on a larger scale, the income is more readily ascer- 
tainable and the amount of exemption is less per dollar of 
income. « -- 


Federal income tax 


The federal government, while it had levied an excise tax on 
corporations prior to the war, enacted the income tax as a war 
measure. However, its success has been such that it is generally 
believed it will be a permanent part of our federal revenue laws. 
An interesting phase of the situation is that the reduction of rates 
for federal income taxes has been followed by an increase of 
revenue. This does not mean that the increased revenue has 
been the result of the decrease in rate, for undoubtedly the 
economic conditions have figured largely in the result; neverthe- 
less, it will probably result in a continuation of the kindly 
feeling the public as a whole has for this method of taxation. 
The success of the federal income tax has given a decided im- 
petus to state income taxes and the propriety of the federal 
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government’s continuing in the income-tax field instead of 
turning this source of revenue over entirely to the states has 
been the subject of serious discussion. Assuming, however, that 
income tax is a permanent institution so far as the federal gov- 
ernment is concerned, its availability as an additional source of 
state and local revenue is a subject that is engaging the attention 
of most states in the Union at the present time. 


State income tax 
History: 

A brief review of the history of state income tax is helpful 
in the study of its practicability at the present time. Income-tax 
laws were enacted by some of the states prior to the civil war 
and the civil-war conditions caused the enactment of similar 
laws in other states. These were not modeled along the lines of 
modern income-tax laws and prior to 1912 some sixteen states 
had tried the experiment and failed. However, three states, 
Virginia, North Carolina and South Carolina still kept on their 
statute books and enforced the income-tax om enacted during 
the civil-war period. 

Modern income-tax legislation may be said to date from the 
year 1911. Wisconsin led the way by adopting in 1911 the first 
modern income tax. Mississippi adopted an income tax in 1912; 
Massachusetts adopted a personal income tax in 1916 and in 
1919 enacted a corporation income-tax law. Missouri and 
Oklahoma adopted the state income tax in 1917. Virginia, 
which had one of the old-type income-tax laws dating from 1843, 
enacted a modern corporation income-tax law in 1916 and a 
modern personal income-tax law in 1918. Alabama enacted a 
state income-tax law in 1919 but the state supreme court declared 
it unconstitutional in 1920. New Mexico adopted an income-tax 
in 1919 but repealed it in 1921. North Carolina adopted it in 
1921 but she had had the old-type law since 1849. South Carolina 
followed her sister state in 1922; Arkansas joined the procession 
in 1923 as did also New Hampshire, limiting it, however, to 
certain sources of income. The Arkansas law was later declared 
unconstitutional. Oregon passed a similar law in 1923 but it 
was repealed by an initiative measure in 1924. 

To summarize, there are seven states—Mississippi, Missouri, 
North Carolina, South Carolina, North Dakota, Virginia and 
Wisconsin—that have combined personal and corporation income- 
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tax laws. Two states, Massachusetts and New York, have 
personal income-tax laws and also distinct corporation income 
tax. Three states, Delaware, New Hampshire and Oklahoma, 
have personal but no corporation income-tax laws. Two states, 
Connecticut and Montana, have a corporation income tax but 
no personal income tax. All states having an income-tax law 
base the tax on net income. Arkansas had a law basing it on 
gross income which was declared unconstitutional. West 
Virginia has no income-tax law but it has a gross-sales tax on cer- 
tain national products. 

Again, summarizing it in a slightly different manner, nine 
states at the present time have personal and corporation income- 
tax laws; three states have personal income tax only and two 
states have corporation income tax only, making a total of 
fourteen states with income-tax laws. 

Reviewing the thirty-four states that do not have income-tax 
laws, we find that one has adopted a constitutional amendment 
prohibiting the enactment of an income-tax law. One has a 
state income-tax law now under consideration. One passed an 
income-tax law which was later referred to the people and rejected. 
Two passed income-tax laws which were held unconstitutional by 
their courts. Three passed income-tax laws that were later 
repealed and nine have considered the subject but have rejected 
it. Seventeen have taken no action. This gives briefly the 
history of income-tax legislation in the United States. 


Probable future developments: 


The future development of income tax will depend largely 
upon the attitude of the courts. Under the constitutions of some 
states, if it is determined to be a property tax it is legal. If it is 
determined to be an excise tax it is illegal. In Massachusetts 
the supreme court held the income tax to be a property tax. 
In another state with almost identical conditions, in both its laws 
and constitution, the court held income tax to be an excise tax. 
Judicial opinions will therefore have to be somewhat standardized 
before the states will know what powers they have under their 
respective constitutions. In many states it will mean an amend- 
ment of the constitution before a law can be enacted. All states 
that have tried it have found it to be a valuable adjunct and 
Henry F. Long, commissioner of corporations and taxation of 
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Massachusetts, has stated that in his opinion all states will 
eventually adopt it. 


Basic theories and administrative features: 

In the adoption of a state income-tax law the first consideration 
is the basis for the calculation of the tax. As stated before, all 
states now having income-tax laws base them on net income. 
Arkansas enacted a law basing it on gross income but that law 
was declared unconstitutional. The points on which the decision 
turned were not, however, on the basis of calculation. Gross 
income does not measure a taxpayer's ability to pay. A large 
gross income may all be spent in cost of production while a small 
gross income may net the individual a large return. This, 
together with the fact that the federal government has taxed on 
net income successfully, has perhaps established the net income 
as a permanent basis for the levying of the income tax in the 
states. 

The subject of income tax falls naturally into two groups: 
individuals and corporations, and all laws must make specific 
provisions for each class of taxpayer. More important than this 
classification are the theories of classification of income according 
to sources. Massachusetts is the only state which distinguishes 
between earned and unearned income. It therefore has from 
this viewpoint the most equitable law of all states, inasmuch 
as it is generally conceded that unearned income is capable of 
paying a higher rate of tax than an earned income. All states 
exempt certain classes of income entirely. One state exempts 
salaries of ex-service men received from the American Legion; 
two states exempt salaries of certain officers; three states exempt 
government pensions; three states exempt soldiers’ insurance 
and disability allowances; three states exempt stock dividends; 
six states exempt ordinary corporate dividends; six states exempt 
health and accident insurance; eight states exempt workmen's 
compensation and damages; nine states exempt the proceeds from 
life insurance. All the fourteen states except North Carolina 
exempt the income from United States bonds and bonds of the 
taxing state and its subdivisions. North Carolina taxes interest 
received from municipal bonds. All states exempt federal 
salaries, bank dividends and gifts and inheritances. The last- 
named item, however, comes in for its contribution through the 
inheritance taxes. 
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tion or overlapping of taxes. For instance, it has been argued 
that if a man pays a general property tax, a tax on the income of 
his business and a tax on his individual income he may be paying 
three taxes on the same wealth. A careful analysis of this situa- 
tion should be made. Income tax on individual persons should 
be regarded as a tax on the person and not on the source of his 
income. It is his contribution to government at his place of 
residence. On the other hand, the tax on a business should 
be considered as its contribution to government at the place of 
doing business for the protection and privileges granted it by the 
government. In other words, the man who lives and has his 
business in one place should pay more taxes than the man who 
merely lives there, or conducts his business there and resides 
elsewhere, for the former is receiving more benefits. 

The justice of assessing a property tax and also an income 
tax is not so clear. However, an analysis of the situation shows 
that such a system is not unjust. Most states adopting income- 
tax laws have exempted entirely from the operation of the general 
property tax all intangible property and some tangible personal 
property also; not that they should not be taxed but because the | 
intangible property could not be found and because the assess- 
ment of personal property used in business is grossly unequal to- 
day, with little prospect of material improvement in the situation. 
No state has repealed its tax on real estate, however, and there- 
fore any consideration or study of the subject of income taxes 
must take into account the equitable correlation of the two 
taxes. A careful analysis of the situation seems to show that 
there is no reason why a man should not pay a real-estate property 
tax and also an income tax on the income derived from that basis. 

Income tax is based on what is left after deducting the property 
tax. The property tax is a tax for the benefits received from 
government and is an operating expense. The income tax is a 
personal tax based upon ability to pay and measured by the 
net income. 

A. E. James, in a paper entitled The Codrdination of Income 
and Property Taxes, presented before the National Tax Conference 
in 1923, puts it in this way: 


“As between the recipient of an income, net, of $100,000 from invest- 
ments in real estate and the recipient of an income, net, of $100,000 from 
bonds, there is no difference in income-tax-paying capacity and no reason 
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for any discrimination whatsoever. Moreover, the acceptance of such 
a principle immediately raises impossible complications. No difficulty 
arises so long as the owner and the property are found side by side in the 
same taxing jurisdiction. The exemption of the income from real estate, 
for instance in New York, would not create any problems if all New York 
real estate were owned by New Yorkers, and New Yorkers owned no 
outside real estate. But sup a New Yorker owns real estate in Penn- 
= and a resident of Pennsylvania owns real estate in New York. 

nder such circumstances, New York will quite likely consent to exempt 
its resident upon his real-estate income, which it should not do, since his 
contribution to New York should be measured by his ability to pay; and it 
will quite as likely insist upon taxing the income of its non-resident real- 
estate owner upon the ground that he derives income from a source within 
New York. Most likely of all, and this is the present law, New York 
will tax all of the income of its residents derived from any source, and at 
the same time tax the income of its non-resident owners of property, so 
far as such income is derived from property or business located within the 
state, thereby giving rise to improper and undesirable double taxation in 
the event that other states pursue the same course.” 

There is no duplication of taxes because a man pays a tax on his 
real estate and also on the income derived from that source, but 
there is a duplication if the states with income-tax laws do not so 
codrdinate their laws that a taxpayer is not assessed by two or 
three jurisdictions. Ten states tax non-residents on income from 
within the state, but three of them allow deductions for taxes 
paid on this income to the state of their residence. The seven 
who do not make this deduction are guilty of loading these 
non-residents with a double tax. Ten of the states tax residents 
on all income received from activities within the state and else- 
where, but two of these states allow deductions for income taxes 
paid other states. 

A study of the laws of the several states shows a marked lack 


of uniformity in administrative features. 


By whom administered: 

Experience seems to show that an income-tax law must be 
administered by the state. It requires a staff with some technical 
ability, and some sort of record is essential. Of the eleven states 
taxing the income of corporations, it is found that one has the 
law administered by the state treasurer and the other ten by the 
state tax commission. Of the twelve states taxing the income of 
individuals, we find that one puts administration of the law in 
the hands of the state auditor; one in the hands of the state school 
tax board; two in the hands of the state treasurer and the other 
eight in the state tax commission. This indicates that most of 
the states feel that the state tax commission is the proper body to 
administer an income-tax law. 
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Distribution of revenue: 

Of the revenue derived from income tax on corporations, one 
state pays it all over to the schools; two states divide it between 
the state and local governments and the other eight pay it all to 
the state government. Of the revenue received from the tax on 
individuals, one state pays it all over to the local governments; 
two states pay it all over to the schools; two states divide it be- 
tween the state and the local governments and the other seven 
pay it all to the state; from which it will be seen that most of the 
states apply their income-tax revenue exclusively to state expenses. 


Rates: 
There is a considerable spread of rates among the states having 7 
income taxes. As to corporations, the minimum rates range 
from 1 per cent. to 4% per cent. of the net income and the maxi- - 
mum rates range from 5 per cent. to 9 per cent. However, only 
two of the eleven states taxing corporations have more than one 
rate, the other nine having a flat rate. The minimum rates on 
personal incomes range from 3% of 1 per cent. to 1 per cent. and 
the maximum from 1 per cent. to 6 per cent. it 
Considerable theoretical discussion has taken place on the 
classification of income according to the rates of return. This is rr 
on the theory that wealth is entitled to its interest and that the 
difference between the interest on the investment and the net a 
income should be the measure of taxes. For instance, a man 4 
receiving $1,000 net income from a $100,000 investment should a 
not pay as much taxes as the man receiving $1,000 net income . 
from a $10,000 investment. While undoubtedly this theory is } 
correct, the difficulty of its application has probably deterred 
the various states from making it a part of their laws. Another 
consideration concerning rates is whether they should be fixed | 
or progressive according to the amount of income, it being argued i 
that a man receiving a $2,000 salary can not afford to pay as high 
a rate of tax as a man receiving a $10,000 salary. Opinion seems 
to be fairly well crystallized on this particular point and authori- 
ties seem to agree that taxes on corporations should be fixed, 
while the incomes of individuals should be taxed progressively. 


Exemptions: 
Three states allow exemptions to corporations. Mississippi | 
allows $1,000, South Carolina $2,000, and Montana $2,500. All 
states allow exemptions to individuals. These exemptions range 
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as follows: single persons, $200 to $3,000; married persons, 
$200 to $4,000; exemption for dependent children, $200 to $500. 


Revenue produced: 

A most important consideration is the revenue that may be 
expected from the enactment of an income-tax law. Professor 
Eddy in his publication on State and Income Taxation published 
in October, 1926, makes the following statement: 

“Less than 10% of state and local taxes combined is derived from 
state income taxes in the states which rely most heavily on that form of 
taxation. From about 2 to 6% of all state and local taxes is derived from 
state income taxes by the majority of states employing that form of 
revenue. Unless a state is highly urbanized, as is Massachusetts or 
New York for instance, it does not, at the most, count on deriving more 
than six or seven cents of its state and local tax-dollar from state income 
taxes including both personal and corporation levies.” 

The income tax is more sensitive to business cycles than are 
other taxes. In assessing general property taxes the effort is to 
reflect the trend of value rather than the temporary fluctuations, 
and, therefore, the revenue from that source will be stable and 
dependable for purposes of governmental expenditure. However, 
the income tax during a prosperous period will be especially pro- 
ductive, while in a period of business depression it will yield less 
and the state may be left without sufficient revenue to meet its 
needs. On the other hand, by the same token, the income tax 
will reflect more accurately the ability of the taxpayer to pay and 
therefore in dull periods it is more equitable from his viewpoint 
to collect from him a smaller tax. In other words, from the 
viewpoint of the taxpayer income tax is the fairest and most 
practical kind of tax, while from the viewpoint of the government 
it is unstable and undependable. This fact, however, is not a 
serious argument against the income tax since it must always be 
considered as a part of the system of taxation in which a con- 
siderable portion of the public revenues are raised by other means, 
thus providing the stabilizing factor. 

In most states the adoption of the income-tax law has been 
made with the expectation of a greater revenue from personal 
property. Some have continued the tax on intangibles and other 
personal property at the regular general property rate and in 
addition have collected the income tax, while other states have 
classified intangibles, assessing them at a lower rate in addition 
to collecting the income tax, and still other states have exempted 
personal property entirely. The common experience of the state 
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seems to have been that where the income tax has been definitely 
substituted for taxation of intangibles as property there has been 
immediately a material increase in the revenues from this source. 

The income tax was naturally expected to afford relief to city 
real estate but the relief expected has not often been realized. 
This is probably not due to the inefficacy of the income-tax 
laws but rather to increasing cost of government that would have 
taken place regardless of the method of raising the revenue. 

The income tax is essentially an urban tax, since commercial 
and industrial centers will pay pretty nearly all of it. It might 
therefore be assumed that the farmer would be relieved of his 
burden of taxation by the levying of an income tax. If, however, 
the revenue is returned to the district producing it, it does not 
benefit the farmer. If it goes to the state government it does ben- 
efit the farmer at the expense of the cities. If the theory of the 
tax is correct, however, the farmer is entitled to this relief since his 
income is less than that of industrial and commercial capitalists. 


Cost of administration: 

The fact that highly developed and wealthy states may find the 
income tax a productive source of revenue would not cause it 
necessarily to follow that a less highly developed state would have 
the same experience, inasmuch as the cost of administration per 
dollar of revenue would naturally be increased in the poorer 
states. Therefore, a consideration of the cost of administration 
has an important place in the study of state income taxes. Natu- 
rally it costs more per dollar to collect personal income taxes than 
it does to collect corporation income taxes because there are fewer 
returns in proportion to the amount of tax when corporation 
reports are being handled. The cases are fewer and the amount 
involved greater. It costs New York about one fourth of one 
per cent. to collect its corporation taxes. 

A study of the records of various states indicates that it costs 
between two and three cents for every dollar of personal income 
tax collected and a fraction of a cent for every dollar of corpora- 
tion income tax collected. This compares very favorably with 
the cost of collecting other forms of taxes. A state income tax 
becomes unnecessarily burdensome where the taxpayer is required 
to make out a state return on a basis different from that of his 
federal return. Many of the states have minimized this difficulty 
by providing forms similar to those of the federal government. 
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Should there be a state income tax in Colorado? 

A fundamental consideration in the question of whether or not 
there should be an income tax in Colorado is the possibilities under 
the present constitution. If the law should be regarded strictly 
as an income tax or excise tax, it probably would be declared un- 
constitutional. If, however, it were considered as a property 
tax it would undoubtedly be sustained. The difference in the 
decisions of supreme courts in other states makes the matter 
somewhat uncertain. For the last few years there has been in 
certain quarters a decided opposition to the idea of adopting a 
state income tax. This opposition developed largely as a result 
of the action of Florida in amending her constitution so as to 
prevent the enactment of an income-tax law at any time in the 
future. The action of Florida, however, was a gesture which 
was productive for a time but which could not, in the nature of 
things, prove a permanent benefit. This is already being realized 
and little probably will be heard of Florida’s example in the 
future, although undoubtedly it has given income-tax legislation 
a set-back. 

The total assessment of general property in Colorado in 1925 
was $1,540,000,000. Of this, $240,000,000, or 16 per cent., was 
represented by personal property. If an income-tax law in 
Colorado carried with it the exemption of personal property, it 
would have to produce at least as much revenue as the personal 
property now yields. The average assessment in the state is in 
the neighborhood of 3 per cent. The income tax would therefore 
have to produce more than $7,200,000 in order to be a benefit. 

According to the federal government’s report of federal income 
taxes collected, Colorado paid in income taxes in 1926 $11,975,000. 
Delaware paid an income tax of $9,000,000, collecting from its 
state income tax on individuals only $568,000. Oklahoma, 
where $15,000,000 was paid in federal income tax, collected from 
its state tax on individuals only $189,000. Virginia, where 
$17,000,000 was paid in federal taxes, collected $1,544,000 under 
both its personal and corporation income-tax laws. North 
Carolina, where $17,000,000 was paid in federal taxes, collected 
$4,481,000 from the state income tax. In Wisconsin, where 
$28,000,000 was paid in federal taxes, $6,669,000 was collected 
from income tax. In Connecticut, where $29,000,000 was paid 
in federal taxes, $2,626,000 was collected from the state income 
tax, this being on corporations only, however. In Missouri, 
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where $49,000,000 was paid in federal income tax, $3,344,000 
was collected from state income tax. 

In other words, only two states having income-tax laws col- 
lected from this source more revenue than the state of Colorado 
would lose by exempting all personal property from the general 
property tax. These two states are Massachusetts and New 
York. This would seem to show conclusively that Colorado 
could not afford to enact an income-tax law and at the same time 
exempt all personal property. If it enacted such a law, it could 
well afford to exempt intangible property, retaining the regular 
tax on tangible personal property. Another significant compari- 
son is the state income tax collected per capita in the various 
states. In no states, except New York and Massachusetts, does 
the tax amount to more than $2.44 per capita. Considering the 
population of Colorado as 1,000,000, and calculating the revenue 
from income tax at $2.44 per capita, it would show a revenue 
from this source of $2,440,000. 


CONCLUSION 


Not many years ago Colorado was classed as being one of the 
six states having the best tax laws in the country. Today it 
is among the most backward. Its tax systeza has been out- 
grown; there is a flagrant inequality in the distribution of the 
burden of government and a recodification of the tax laws should 
be undertaken at an early date, when careful study should be 
given to all the progressive steps taken by other siates. 

In such a revision, the state income tax should undoubtedly 
find a place. Reliance upon it, however, as a substantial source 
of relief is probably unwarranted. Nevertheless, the present 
situation demands the adoption of every legitimate means of 
reducing the burden on real estate which is so severely felt 
throughout the state of Colorado. 

To do this, education of the voter, and especially the taxpaying 
voter, is necessary, and no opportunity should be overlooked to 
direct the attention of the public to the subject of state income 
tax and its beneficial features as a means of obtaining some relief. 


277 


| 
4 
4 
; 
A 
a 
4 
j 
i 


The JOURNAL of ACCOUNTANCY 


Official Organ of the AMERICAN INSTITUTE OF ACCOUNTANTS 


A. P. RICHARDSON, Editor 


EDITORIAL 
ere There is a benevolent sort of man at 
Participating nt engaged in a purely altruistic 
Philanthropy 


and humanitarian effort to increase the 
knowledge of the community at large and, quite incidentally, to 
enhance the income of the accountant in particular. These 
kindly souls have been much distressed by the evident lack of 
appreciation of the great benefits which accountants can render 
to the commercial, industrial and financial world. It is a sad 
commentary upon the discernment of the average business man 
that he sometimes overlooks the wonderful advantages which he 
might derive by the simple expedient of calling in an accountant 
—almost any accountant—to set him in the right way and to 
keep him in it. These perturbed magi have evolved a noble 
scheme for the enlightenment of a benighted people. They have 
prepared literary essays in praise of accountancy—some of them 
are really quite convincing to one whose desire to be convinced is 
adequate—and have gone to the trouble and expense of printing 
the expository treatises. They have done this out of their sheer 
love for the neglected profession whose means of salvation they 
willbe. Butthisisnotall. The authors, moved by an altogether 
beautiful spirit of philanthropy, are quite willing—or they profess 
to be willing, which is even more commendable—to allow their 
writings to be adopted or step-sired by any accountant who desires 
to augment his parental responsibilities in that way. The real 
authors can be induced to forego all apparent interest in their 
offspring. They will retire from view and permit the accountant 
foster-father to have all the glory as the child goes out to educate 
and illumine a dark and naughty world. True, a monetary com- 
pensation for parting with the little one is expected, but it is only 
the proper thing to require some token of gratitude. True, also 
some rough-speaking ingrates have made bold to call the pub- 
lished letters ‘‘boiler-plate,” whatever that may mean. Such 
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truths should be ignored by every accountant who recognizes the 
motives of the authors as wholly unselfish. The eloquent young 
men who go about explaining to accountants the inherent values 
of the instructive homilies might well disclaim any intention to 
sell the subjects of their enthusiasms as a shopkeeper would sell, 
say, sad-irons. The venture is primarily for the good of mankind. 
So we are told and in part do believe. That is to say it is un- 
doubtedly intended to help some one. 


ee ae Heartlessly we had hoped that the 

Sal hip generous thoughtfulness of the manu- 
facturers of boiler-plate—let us be 

brutal and skeptic for a moment—had abandoned their attempts 
to reform the conditions of business and had taken up some other 
and more productive life-work. The accountants who really 
amount to anything have been utterly deaf to the voice of the 
vendor of tracts. The American Institute of Accountants has 
frowned upon the notion that it could ever be ethical for an ac- 
countant to dispense the kind of pabulum which has been cooked 
and canned ready for serving. Some misguided firms which had 
been talked into tractarianism have turned from the evil way. It 
seemed that the scheme must be as dead as Queen Anne, so dead 
indeed that even its former supporters would feel impelled to leave 
it. But, alas, the thing was merely in coma, or it has been re- 
stored to life. It is afoot again with renewed vigor and some fresh 
trappings—trappings seems to be an appropriate word. The 
latest agents of the creature are going about a few of the large 
cities, displaying the customary list of pamphlets, explaining their 
seductiveness, enlarging upon their conformity to the Institute’s 
code of conduct and offering exclusive rights of publication in the 
district in which the victim dwells. So far there is nothing new. 
But it soon appears that a progressive mind is directing the argu- 
ments of the salesmen. Let us suppose, for example, that the 
peddler is at work in Baltimore. He visits a well-known ac- 
countant, extols the effectiveness of pamphleteering and urges the 
prospective buyer—‘‘subscriber”’’ is, we believe, the technical 
designation—to seize the opportunity, which some other ac- 
countant else will surely grasp. The natural reply to all this 
palaver is a reference to the rules against advertising. Now 
comes the new idea. The salesman says: ‘‘Oh, is that all? Why 
Mr. Above-Reproach of New York has purchased the service. 
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Here is a sample of the brochures which we are printing for him.” 
And lo! a sheet is presented on which appears the name of a firm 
of the highest standing. Of course the thing is a lie—it is a 
method of misrepresentation which has an ugly name and an 
uglier consequence in law. Unfortunately no copy of this 
spurious matter has yet been secured. The agents are too wary 
for that. But every accountant should be on his guard and when 
allegations of unworthy tactics are made against other practi- 
tioners, the maker should be asked for proofs. The proofs, if 
supplied, should be retained and investigated. Thereafter the 
correct procedure will suggest itself. This is a small and nasty 
affair. Of course, it will not last long. Meanwhile accountants 
should disbelieve all slanders against their fellows and deal with 
lying salesmen as primitive instinct dictates. 


A practising accountant of some promi- 

a and nence said the other day that he did not 
pay much attention to the fluctuations 

of the securities market. He did not believe that it was any part 
of the function of an auditor to discuss the state of the financial 
exchanges. The long bull market might be at an end and an 
equally long bear movement might be about to begin, but it 
meant nothing to him. He invested his personal savings in 
mortgages, government bonds and similar things which are not 
greatly affected one way or another by outside influences. No 
doubt this man is wise in his choice of investments. In the long 
run he will probably have greater capital than his venturesome 
confrere who takes a ‘‘flier’’ now and then in more sensitive 
securities. But can it be said with truth that the trends of the 
stock and bond markets are not of importance to the accountant 
whether he be practising in New York or a small and remote town? 
Is the accountant who wilfully or inadvertently overlooks changes 
in the general prices of securities competent to render professional 
service to a client so well as the alert and informed practitioner 
can render it? There is a good deal to be said on this subject and 
it is quite out of the question to enter into a critical analysis of the 
native and acquired knowledge which the ideal accountant should 
possess. It is common to say that the accountant can neither 
know too much nor say too little—which like all catch phrases is 
partly true and to a considerable extent false. Certainly he can 
know too little and say too much, but in most cases we believe 
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that the accountant knows enough to do his professional duty well. 
He often fails, however, to say enough. Take this question of 
familiarity with the conditions of the security markets. How can 
a man who pays no heed to a factor which often is controlling be 
expected to reach a solution of the financial problems of a cor- 
poration to which he is appointed or elected auditor. Under the 
old conservative conception of an auditor’s duties, which still 
prevails in British practice, the auditor may be forgiven if he 
concerns himself solely with the entries in the books of account 
of a period which is past. He is required to verify history. If 
he goes beyond that he may be accused of overstepping the 
bounds of his allotted domain. But it is different here. In 
America, especially in the United States, the auditor is called 
upon for fiscal advice. How can he express an opinion which 
will have any merit if he is ignorant of the facts with which the 
ordinary man of business is acquainted? 


, It seems exceptionally important to 

ent a follow—as a spectator, of course, not a 
speculator—the trend of the security 

market at such a time as the present. An unprecedented advance 
in prices has continued for years. Month after month the market 
values have climbed. Only two or three serious declines have 
taken place, and these have been quickly succeeded by prosperity 
greater than before. This has been concurrent with an abundance 
of money and a cheap dollar. So there arose an inclination to 
look askance at the kind of securities which produced a fixed 
number of dollars in interest or dividends. A revulsion of feeling 
encouraged the sale of bonds and most of the preferred stocks and 
the purchase of common stocks which would pay the owner a 
share of the profits based upon the conditions existing at the date 
of the dividend. In other words, if the dollar declined in value 
and the profits increased, the payment to shareholders would take 
these conditions into account and the dividends would be pro- 
portionately greater in number of dollars. This argument af- 
fected so strongly many investors, small and large, that for a 
while it looked as though fixed-yield securities would go abegging. 
However, the legal restrictions upon the investments of banks, 
insurance companies and other public and quasi-public institutions 
assured a sale of this class of securities so long as the number of 
dollars requiring investment continued to increase at such an 
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astonishing rate. The investment trust, which is comparatively 
new in this country, also came to the rescue and in order to pre- 
sent the appearance of stability found it expedient to mingle a 
fair percentage of bonds and high-grade preferred stock with 
other investments. Consequently, the bond market, whose end 
some prophets had foretold, did not perish with the decline of the 
dollar. The prices of nearly all good bonds were low for a time, 
but as a whole they held their ground pretty well and of late they 
have advanced substantially. The dollar has changed its course 
and is now going up hill again. It is still a long way from the 
point at which it stood in 1913, but it is appreciably nearer that 
point than it has been for several years. Some observers say that 
it begins to appear that the present depression in industry— 
extraordinary concomitant of a superabundance of money—may 
be near its end. If that be true there will be less money for 
security investment—it will be needed in manufacture, com- 
merce and transportation. 
if, then, we are at the beginning of a 
ee bear market, what is the accountant to 
doaboutit? Ishetoshuthis eyes to the 
facts and the probabilities, as our friend says he should? Let us 
suppose that the prediction which people are now daring to make 
will prove true. The dollar will return to the value of one 
hundred cents of 1913, perhaps. No one ventured to make such 
a prophecy a year or two ago, whatever one may have thought, 
but now it is not impossible to find people who believe in the ulti- 
mate resumption of ante-bellum values. Well, then, the dollar, 
let us say for the sake of argument, is to be worth 150 per cent. of 
its present value. What becomes of the theory that the common- 
stock investment is the best in the long run? In spite of every- 
thing that can be said or demonstrated, we still believe that over a 
period of many years the owner of a company is better off than the 
creditors. (This assumes, of course, a reasonable care in the choice 
of what one owns.) But when the conditions are as they seem to 
be today it is worth while to give a thought to the effect upon the 
comparative values of stocks and bonds. It is quite clear that if 
the dollar increases in value the cost of reproduction of plant and 
inventories will proportionately decrease and therefore it will 
involve a reduction in book values of these and practically all 
other assets. The loss on the required readjustment will have to 
be borne by the owner. The creditors can afford to regard the 
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matter with equanimity. It is less than nothing to them that the 
owner must sweat blood. He had his inning when the dollar was 
slipping down hill. Now it will be the turn of the bondholder to 
come into his own. In all probability the ascent of the dollar will 
be a long process, accompanied by much creaking and groaning. 
There will be suffering because of wage reduction ahead of cost- 
of-living reduction. There will be distress and hard times and all 
the other companions of radical change. No one knows whether 
the prediction of a rising dollar will be verified or not. It may be 
that the dollar of today is worth as much as the dollar of any 
future day will be. But the indications point to a great change 
within the next ten or fifteen years. Most people seem to believe 
that money values are to increase perceptibly, if not rapidly, in 
the near future. Whether the stock market holds or breaks, it is 
evidently in a hesitant mood, and this is due in great measure to 
the uncertainty about the values of money. The buoyant opti- 
mism of a year ago is gone. 


All this is vitally significant to the ac- 
countant who knows his professional 
obligations. He will find in the uncer- 
tainty an additional inducement to look carefully into the nature 
of the investments of his clients. If the bond market is to rise 
while the stock market as a whole falls—which seems to be well 
within the range of the probable—is it not his duty to recommend 
that the investment of surplus funds, never larger than they are 
today, be wisely placed? It is obviously merely the duty of the 
auditor to make recommendations. The client is supposed to 
understand investment as well as anyone; but every accountant 
can cite instances of incomprehensible unwillingness to change the 
policy of investment even in the face of almost certain loss. The 
auditor will not be able to escape the adjustment of asset values 
as the dollar climbs—we are assuming, remember, that the dollar is 
to climb—and there will be many a bitter controversy between the 
accountant and the owner. Some of the very men who have 
stood staunchly for the theory of carrying assets at cost of repro- 
duction new will be quite as firmly opposed to application of that 
theory when the tide turns. It is not often that one finds the 
man who will consent to write down as readily as he will consent 
to write up. But if our supposititious enlargement of dollar 
values comes to pass every business man, every owner of almost 
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anything for any length of time, must face the necessity of reap- 
praising his holdings. The chief exception will be the man who 
has invested at such a time as the present in securities of sound 
companies producing a fixed number of dollars in the form of 
interest or preferred dividends. When the dollar is again worth 
what it was in 1913—again let us not forget that we assume such 
a miracle to be possible—such a man will have his principal intact 
(it may even have increased with an advance in bond-market 
prices which usually accompanies active demand) and his dollars 
of income, although the same in number as they are today, will 
then buy fifty per cent more than they can buy now. This isa 
vast subject and not entirely within the scope of a magazine whose 
field is accountancy rather than economics. But what we are 
attempting to make plain is that the whole financial structure of 
business and daily life may be on the verge of a tremendous 
alteration. Therefore, the accountant has an imperative obliga- 
tion to see that his clients make ready for whatever may be ahead. 
If he does his utmost to that end he will escape just blame. If he 
does less, he will be unhappy. 


Accountants who are interested in the 
An Analogy in Ethics subject of advertising—and what ac- 
countant is not interested either for or 
against professional advertisement?—will find much food for 
thought in a recent decision rendered by the supreme judicial 
court of Massachusetts. In the matter of Max Waldo Cohen, 
which was decided January 4th, Chief Justice Rugg delivered an 
opinion of the court which contains many significant expressions 
upon the whole question of advertising by professional men. The 
decision naturally deals with advertising by a lawyer, but its ap- 
plication is broad and includes by inference all professions as 
distinguished from trades. After citing the specific charges, the 
court said, 

“ This court as a part of its inherent jurisdiction is vested with authority 
to investigate the conduct of attorneys at law and to remove them from 
office absolutely or to suspend them for a stated period if found guilty of 
conduct in any respect unbecoming the high standard of propriety which 
ought to be maintained by all members of the legal profession. ‘The 
court, by reason of the necessary and inherent power vested in it to control 
the conduct of its own affairs and to maintain its own dignity, has a sum- 
mary jurisdiction to deal with the alleged misconduct of an attorney.’ 
Boston Bar Association v. Casey, 211 Mass. 187,192. Boston Bar Assocta- 


tion v. Greenhood, 168 Mass. 169, 183. O'Connell, petitioner, 174 Mass. 
253, 262. Matter of Carver, 224 Mass. 169, 172. es of legal ethics 
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adopted by bar associations of course have no statutory force. They are il- 
luminating asshowing views entertained by organizations of members of the 
bar concerning the tests of proper conduct for those charged with the im- 
rtant functions of attorneys admitted to practice within the courts. 
hey are commonly recognized by bench and bar alike as establishing 
wholesome standards of professional action. It has long been a part of the 
ethics of lawyers that the solicitation of clientage by advertisements such 
as that here disclosed is contrary to sound practice. That has been the 
consensus of opinion manifested both by writers on legal ethics and by the 
standards maintained by the great mass of the profession. Ethics 
Legal Profession, by Orrin N. Carter, for many years a justice of the 
supreme court of Illinois, 59. Fortunately, cases of this nature in 
the courts have been rare. There are, however, decisions on the point. 
Matter of Newman, 169 App. Div. (N. Y.) 638, 641. Matter of Schwarz, 
175 App. Div. (N. Y.) 335, 343, 344. Matter 5 Boye on 9 195 App. Div. 
(N. Y.) 194; affirmed in 231 N. Y. 642. Inthe cited case, concerning 
a canon of professional ethics like that in the present record, even in a 
dissenting opinion occurs this lan at 644: ‘The profession has 
ever discountenanced as undigni and indecorous the conduct of the 
lawyer who blatantly advertises for business as those engaged in trade may 
do without exciting unfavorable criticism. Attorneys are officers belong- 
ing to courts and subject to their control and discipline. . . . Advertising 
or soliciting business is censurable as a form of self-laudation unbecomin 
the traditions of a high calling. The canon thus incorporates in the code 
ethics an ideal standard of conduct which has been long and well recognized 
and upheld in theory both by benchand bar. The attorney who disregards 
the rule is properly subject to rebuke if not to disbarment.’ In People v. 
MacCabe, 18 Colo. 186, 188, it was said: ‘The ethics of the legal profession 
forbid that an attorney should advertise his talents or his skill as a shop- 
keeper advertises his wares.’ The foundation on which this principle of 
conduct rests is that attorneys at law practise a profession; they do not con- 
duct a trade. It is incompatible with the maintenance of correct profes- 
sional standards to employ commercial methods of attracting patronage. 
Advertising such as that disclosed on this record is commonly designed to 
stimulate public thought and challenge popular attention to the end that 
the business of the advertiser may be increased. It has always been re- 
rded as contrary to sound public policy for an attorney at law to foment 
itigation or to instigate law suits. Advertising for divorces has been 
almost universally condemned and a, has been stamped as crim- 
inal by the enactment of statutes. See G. L.c. 208, S43, and cases collected 
in 9 A. L. R. 1500. Solicitations and advertisements as to divorce differ 
in point of professional propriety little, if any, from that set forth in the 
case at bar.” 


Then follows a reference to the allegation that the respondent had 
advertised under a name not his own which apparently he had no 
right to use. This, however, is a point which is peculiar to the 
case in question. The court continued 


“The arguments of the respondent founded chiefly upon freedom of the 
press seem to us quite wide of the mark. Conditions may limit the exer- 
cise of constitutional rights. McAuliffe v. Mayor and Aldermen of New 
Bedford, 155 Mass. 216,220. Whatever may be his constitutional rights, a 
member of the bar must conduct himself as an officer of the court in such 
manner as not to offend against reasonable rules of propriety established 
by the court for the general welfare. Courts are solicitous for the rights 

one duly admitted to practiselaw. Matter of Sleeper, 251 Mass. 6, 18, 19. 
They owe an equal duty to see to it that the public interests are conserved 
by observance on the part of lawyers of proprieties indicative of a due 
appreciation of their responsibilities to the court and to the community, 
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even though pote selfish tendencies and profit may be thereby restrained. 
No constitutional liberty of the attorney at law is infringed by the enforce- 
pr of the rule of professional conduct observed by the court in the case 
at bar. 

“It follows that the requests for rulings, all based upon the theory that 
advertising for business by a member of the bar is lawful and does not 
justify disciplinary action by the courts, were refused rightly and that 
the order for temporary suspension from practice was warranted.” 


There is, of course, a wide difference between advertising by a 
lawyer and, say, an accountant, in that the courts have juris- 
diction over the conduct of attorneys-at-law and there is no 
supreme body which has complete jurisdiction over accountants. 
The most that can be done in the case of the latter, when offenses 
of this kind arise, is disciplinary action by such a body as the 
American Institute of Accountants. In spite of this difference, 
however, the question of advertising is one which hinges in all 
cases chiefly upon what is proper procedure for a professional man. 
Whether there is jurisdiction by any court or not, the canons of 
professional practice apply equally. In the court decision from 
which we have quoted, the word ‘‘accountant’’ might be substi- 
tuted for attorney and what the court said with reference to 
lawyers might be regarded as an expression of opinion of the 
leaders of the accounting profession. What is not right for the 
lawyer is not right for the accountant. 


286 


Terminology Department 


CONDUCTED BY THE COMMITTEE ON TERMINOLOGY OF THE AMERICAN INSTITUTE 
oF ACCOUNTANTS 


The committee on terminology has received an interesting letter from a 
practising accountant in Illinois. 

It contains several] flattering remarks which give pleasure to the members 
of the committee and, in a homely phrase, warm the cockles of their hearts. 

It also contains the following suggestion which the committee welcomes: 

“Inasmuch as this is a subject that is of national interest among account- 
ants, why not ask accountants all over the country, through THE JouRNAL 
oF ACCOUNTANCY, to assist you by submitting words and definitions to your 
committee. Each subscriber might be asked to submit a few words coming 
from some certain specified branch of accounting or business.” 

The committee gladly makes the request and adds the further suggestion 
that those who act upon it try to send in groups of words (or words and defini- 
tions) in order to continue the policy of presenting groups of allied words rather 
than isolated terms. 

Another welcome letter from an old friend speaks of our request for codpera- 
tion and closes by saying, “It almost got me.” He reminds us of King Agrip- 
pa’s reply to St. Paul, “ Almost thou persuadest me to be a Christian,” and to 
him we reply in the same spirit as did St. Paul, as we would that he, while not 
bound by the obligation to carry on the work of defining, would of his own wide 
knowledge and long experience come to our aid. 

The first letter received by the committee, containing a suggestion as to an 
additional definition which might with advantage have been included in the 
series dealing with “depreciation,” reads: 

“With reference to the definitions on 43 of THE JOURNAL OF 
AccounTAncy for January, may I suggest that the term ‘observed depre- 
ciation’ is commonly used in } ay 22 pad rate cases and might well be 
added to the definitions already listed.” 


The committee accordingly submits the following: 


DEPRECIATION, OBSERVED: 

An engineering expression which has no direct application in accounting. 
The term may be defined as the amount which measures that departure 
from normal operating condition evident upon inspection of a property and 
which if expended for certain specific items of maintenance will, generally speak- 
ing, place the property in 100 per cent. operating condition. It is to be clearly 
noted that observed depreciation does not measure the difference between 
actual condition at the time of inspection and either original cost or reproduc- 
tion cost new. 


Continuing the presentation of definitions in series of related words and 
phrases, the committee has next taken up the group-classifications of assets 
given as follows: 


ASSETS—ACCRUED: 
Those assets which accumulate by the passage of time, so that their value 
can be determined at any date by an exact calculation, such as interest. This 
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increasing value differs from changes due to increases in the market value of 
securities which is known as appreciation. 
ASSETS—ACTIVE: 

Assets in respect of which payments are being made from time to time on 
account of principal or of interest. The term is not synonymous with “cur- 
rent assets’’ as the latter includes such items as cash, inventories, securities, 
etc., which may not have been reduced during any given period. 
ASSETS—A VAILABLE: 

Those assets which can be used immediately for the liquidation of indebted- 
ness. The term may include goods unsold which do not come under quick 
assets (q.v.), and may also include such items as supplies for operations. 
ASSETS—CASH: 

These consist of cash on hand, cash deposited with bankers, cash in transit, 
petty-cash funds and working funds which are immrdiately available for the 
current needs of the business. Any cash which is set aside for particular pur- 
poses or is held by a trustee for a specific security should be shown separately. 
ASSETS—CIRCULATING: 

Those assets which, in the normal course of business, are converted into cash 
or its equivalent, e.g., merchandise inventories and receivables. 
ASSETS—DEAD: 

This term is usually applied to assets which appear on a balance-sheet or 
similar statement but have no value and produce no income. 


ASSETS—DEFERRED: 

These consist of expenditures for prepaid expenses and charges, applicable 
to a future period, which for accounting purposes may properly be carried for- 
ward for the purpose of spreading the charge over the period or against the 
operations in respect of which it was incurred. Such assets may have no 
realizable value, although it is customary to include items which may have a 
cash or salvage value less than the proportion deferred (e.g., unexpired insur- 
ance). 

ASSETS—DIMINISHING: 

Those assets which by exhaustion or otherwise or lapse of time are periodi- 
cally reduced and the value of which (disregarding fluctuation in market price) 
must be correspondingly reduced. Such assets include mineral deposits, 
copyrights, franchises for a limited term and similar property, the diminution 
in value of which can not be retarded by expenditures for maintenance as in the 
case of tangible fixed property but which are inherently wasting in character. 
Timber lands are usually included in this category, although capable of conser- 
vation by proper forestation. 

ASSETS—EQUITABLE: 

Those assets which creditors can make available for the liquidation of indebt- 
edness only through a court of equity either on account of the character of the 
asset or through some express agreement regarding it. 

ASSETS—FIXED, INTANGIBLE: 

These consist of such items as franchises, trademarks, patents, copyrights, 
and goodwill; also such deferred items as development or organization expenses 
if it is not intended to amortize them within a reasonably short period. 
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ASSETS—FIXED, TANGIBLE: 

These include land, mineral deposits, plant, equipment of all kinds and 
construction materials held for use in a business and not simply for investment. 
In the case of a holding company, an investment in a subsidiary (including un- 
funded debt where not collectable except on liquidation) may properly be in- 
cluded in this category, where ownership of the subsidiary is an integral part 
of the business of the holding company. 


ASSETS—FLOATING: 

Those assets which are acquired for the purpose of sale, or manufacture, and 
subsequent conversion into money, such as stock and receivables; they con- 
stitute the floating or circulating capital. See also active, quick, circulating 
and liquid assets. 


ASSETS—H YPOTHECATED: 

Assets pledged as security and not available for general purposes. In 
American usage, applied generally to personal property, where the creditor is 
given actual or constructive possession of the assets hypothecated. 


ASSETS—IMMATERIAL: 
A term of doubtful validity, sometimes used to indicate intangible assets. 


ASSETS—IMPERSONAL: 

Those assets representing investments of an impersonal nature, as distinct 
from amounts due from debtors. The term is not recommended in classifying 
accounts in balance-sheets or similar statements. 


ASSETS—LEDGER: 

This term is used to describe all assets appearing on a ledger, or balance-sheet 
or similar statement, whether they are stated at their real value or not, e.g., 
fictitious assets may properly be included but may not have any realizable 
value, while assets carried at nominal or at “book” value may be of much 
greater actual value. 


ASSETS—LEGAL: 
Legal assets are such as constitute the fund for payment of debts according 
to their legal priority. 


ASSETS—LIQUID: 

Those which are readily convertible into cash and are, therefore, immediately 
available for liquidating indebtedness. See also active, circulating, floating and 
quick assets. 


ASSETS—MISCELLA NEOUS: 

The use of this term should be avoided when possible; it is sometimes used to 
include such items as fiduciary matters and claims in dispute which can not be 
included under the headings generally recognized. 


ASSETS—NET: 
This expression is so indefinite that its use should be discouraged. 


ASSETS—NET QUICK: 
The excess of quick assets over current liabilities. 
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ASSETS—NON-LEDGER: 

A term used in the statements of accounts of insurance companies. The 
exact definition depends upon the requirements of the various state insurance 
departments. Non-ledger assets generally include such items as interest due 
and accrued, rents due and accrued, office furniture, and similar items, even 
though they may in fact be a matter of ledger record. The excess of market 
values over book values of sundry assets is termed a non-ledger asset and may 
be included in the balance-sheet of an insurance company. 


ASSETS—NON-PRODUCTIVE: 
Assets which do not lead directly to the production of revenue. 


ASSETS—PASSIVE: 
A term sometimes used to describe fixed intangible assets; in the opinion of 
the committee the use of the phrase should be abandoned. 


ASSETS—PERMANENT: 
Synonymous with fixed assets. 


ASSETS—PRODUCTIVE: 
Those used in the course of business to produce profit. 


ASSETS—QUICK: 

A term used to designate assets the nature of which makes them available 
under all normal conditions for the payment of liabilities. Such assets include 
cash in bank and on hand; call loans; marketable securities; accounts, notes and 
loans receivable, which by their terms are collectable on demand or within the 
regular period of short-term credit ; commodities salable at quoted prices on the 
open market, such as cotton, grain, coffee, metals and similar products and cer- 
tain other current assets, depending upon the nature of the individual business. 
Other items properly included in current assets, such as goods in process of 
manufacture, manufactured articles, long-term accounts and notes receivable, 
should not be treated as quick assets. 

ASSETS—SLOW: 

Any asset not readily convertible into cash; all assets other than quick 
assets (q.v.). 

ASSETS—SUNDRY: 

The use of this term should be avoided as being too indefinite; it is synony- 
mous with miscellaneous assets. 


ASSETS—SURPLUS: 

This term is used more particularly in English bankruptcy law, where it 
indicates the surplus remaining to a bankrupt after the payment of all credi- 
tors, costs, charges and expenses. 
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EpITED BY STEPHEN G. 


In the case of Cynthia R. Talcott, executrix, v. The United States, the circuit 
court of appeals held that the statute of limitations upon collection of taxes 
does not apply to recovery of taxes erroneously refunded, and permitted the 
government to recover from the taxpayer a refund made by it in error. 

In the case of Daniel Winant, et al. executors, v. Bertram Gardner, former 
collector, the United States district court, E. D. of New York, heid that taxes 
voluntarily paid and without protest imposed upon a decedent and his estate 
for 1918 and 1919 can not be recovered. This was a case wherein it appeared 
that the taxpayer had, through error, paid a greater amount of tax than was 
required by the act under which it was imposed. 

A taxpayer seeking to have the interest on a refund computed under the 
act in force when the allowance was made, protested to the United States 
supreme court that the taxing acts were ambiguous, uncertain and uncon- 
stitutional; that they did not apply to that particular taxpayer, and that the 
regulations were arbitrary and unjust. (United States v. Magnolia Petroleum 
Company.) 

The circuit court of appeals, third circuit, held that the commissioner's de- 
termination as to the amount of depreciation in determining gain on sale of 
property is prima facie correct, and book entries as to depreciation, alone, do 
not overcome the presumption of correctness. Article 165 of Regulations 69 
regarding depreciation reads, in part, as follows: 


“While the burden of proof must rest upon the taxpayer to sustain the 
deduction taken by him, such deductions must not be disallowed unless 
shown by clear and convincing evidence to be unreasonable.” 


In view of the ruling, cited above, by the United States district court, article 
165 seems to be misleading when it states that depreciation deductions “ must 
not be disallowed unless shown by clear and convincing evidence to be un- 
reasonable.’’ This ruling would seem to shift the burden of proof to the com- 
missioner in cases of depreciation taken and duly charged off in the books of 
account. However, the court ruled that the commissioner’s determination is 
prima facie correct. 

In view of the contradictions cited in the foregoing paragraphs and many 
others that could be cited, is it any wonder that a taxpayer went before the 
United States supreme court and complained to that august body that the 
taxing acts are ambiguous and uncertain and that the regulations are arbi- 
trary and unjust? We think not. 

Anyone who assiduously reads the decisions of courts, of the United States 
board of tax appeals and of the several other agencies promulgating rules, 
sooner or later finds the subject confusing, contradictory in many respects 
and the cause of injustice in a considerable number of instances. 

Take the case of Cynthia R. Talcott, executrix,as an example. In this case 
it appears that Cynthia R. Talcott is the executrix of the last will and testa- 
ment of her husband; that they had been domiciled in California, and that 
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according to the laws of that state the wife is entitled to a half interest in 
community property of her deceased husband. 

Her husband died in 1919. In 1920 she made a return to the collector of 
internal revenue for the estate tax of her deceased husband, including therein 
the entire value of community property as subject to the tax and paid the 
amount shown therein to the collector. The commissioner in due course in- 
creased the value of the entire estate and imposed an additional tax of $1,103.50. 
At the time the executrix filed her return there was in effect a treasury decision 
requiring the inclusion for estate-tax purposes of the entire value of the prop- 
erty of a deceased husband and surviving wife, where both were domiciled in 
California. On January 27, 1925, a contrary ruling was promulgated by the 
terms of which only one half the value of the community property of a de- 
ceased husband and surviving wife domiciled in California was made subject 
to the imposition of tax. 

On March 3, 1925, relying on the last-mentioned ruling, the executrix filed 
a claim for refund of the amount of the tax paid on a value in excess of one half 
of the value of the community property. On September 9, 1925, the com- 
missioner allowed the claim for refund only to the extent of the additional tax 
of $1,103.50 he had assessed, but denied the remainder because of the operation 
of the statute of limitations on the amount of tax originally paid. The 
$1,103.50 refund was then paid to the taxpayer. On July 7, 1926, a new 
treasury decision was promulgated as to community property in California by 
the terms of which the entire value thereof was subject to taxation. Then the 
government filed a claim for the recovery of the $1,103.50 plus interest thereon 
on the ground that the refund was made to the taxpayer by the mistake of the 
commissioner. The taxpayer moved to strike out the claim of the commis- 
sioner on the ground that the statute of limitations barred the collection of the 
amount so paid in error. The court’s ruling was as follows: 


“The statutory limitations upon collection of taxes do not apply to the 
recovery of taxes erroneously refunded.” 


We imagine that this executrix must feel that there is a great deal of truth in 
the statement that the taxing acts are ambiguous and uncertain, and that the 
regulations are arbitrary and unjust. 


SUMMARY OF RECENT RULINGS 


The interest of a surviving wife in community property of her deceased hus- 
band and herself, both domiciled in California, is subject to the federal estate 
tax im by the act of 1918. The statutory limitations upon collection of 
taxes do not apply to recovery of taxes erroneously refunded. (U. S. circuit 
court of appeals, ninth circuit, Cynthia R. Talcott, executrix, v. United States) 

Collection of additional taxes for 1918 assessed in 1925 within the statutory 

riod as extended by an agreement with the government signed March 1, 
1924, is not barred until six years after such assessment. (U. S. district court, 
W. D. Louisiana, Florsheim Brothers Dry Goods Co. v. United States.) 

The writing under which an inventor employed by a corporation was paid 
certain alleged gifts was said to indicate that the payments were compensation 
for services, or the complaint when read with the bill of particulars was self 
contradictory, and hence the decision of the district court was reversed to allow 
the filing of an amended complaint. (U. S. circuit court of appeals, second 
circuit, A. Weagant v. Frank K. Bowers.) 
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The board of tax appeals was held to have deprived the taxpayer of an op- 
portunity to prove by competent testimony that the market woke of the in- 
ventory of a retail merchant can be arrived at with reasonable accuracy by add- 
ing to or deducting from the total cost of the stock a stated percentage of such 
cost, and its decision was reversed. (U. S. circuit court of appeals, S. G. 
Sample Co., Ltd., v. Commissioner.) 

A dividend payable out of surplus accrued prior to March 1, 1913, declared 
August 3, 1917, and paid August 25, 1917, is exempt from tax under the pro- 
viso in section 31 (b), act of 1916, as amended by section 1211, act of 1917, 
the date of declaration governing under such proviso, and not the date of pay- 
ment. (U. S. district court, W. D. Pennsylvania, Ralph W. Harbison v. é G. 
Lewellyn, former collector.) 

Taxes voluntarily paid and without protest imposed upon a decedent and 
his estate for 1918 and 1919 can not be recovered. (U. S. district court, E. D. 
New York, Daniel Winant et al., executors, v. Bertram Gardner, former collector.) 

Suit for interest on an overassessment for the fiscal year 1918, claimed to be 
payable under sec. 1019, act. of 1924, credited on January 28, 1926, against an 
additional tax for the fiscal year 1919, may be maintained only against the 
United States and not against the former collector in person to whom the tax 
was paid. (U. S. district court, W. D. Pennsylvania, Penn Smokless Coal 
Company v. C. G. Lewellyn, former collector.) 

A corporation empowered to insure its members against loss of and da 
to ey of various kinds, etc., received no income within the meaning of the 
1916 and 1917 acts from deposits which insured members were required to 
make of an amount estimated to cover losses and expenses of the year, and from 
the interest thereon, the balance of which after the payment of losses and in- 
terest was returned to its members. A corporation organized to insure its 
members against loss and damages to jewelry of various kinds, etc., the cost of 
such insurance being met from deposits made by the members in advance is 
subject to the premium tax imposed by sec. 504, act of 1917. (U. S. circuit 
court of appeals, second circuit, Jewelers’ Safety Fund Society v. Williams H. 


Edwards, former collector.) 


Where stockholders of an insurance agency owning 80% of the stock were 


regularly and actively engaged in the business of the corporation, the per- 
centage is large enough to constitute the owners thereof the principal stock- 
holders, and the corporation fulfilling the other statutc-y requirements for per- 
sonal-service classification for 1919 and 1920, is held to be a personal-service 
corporation. (U. S. circuit court of appeals, fifth circuit, Henry S. Kaufman, 
Lid. v. Commissioner.) 

Attorneys’ fees incurred in defense of a suit for accounting brought by a 
former partner constitute a deductible business expense and not a personal 
expense. (U.S. supreme court, Samuel J. Kornhauser v. United States.) 

Amounts distributed in 1919 in liquidation of a corporation out of earnings 
and profits accumulated since February 28, 1923, are payments in exchan 
for its stock subject to both normal and surtax under sec. 201 (c), act of 1918. 
(U.S. supreme court, Arnold J. Hellmich, collector v. Isadore and Milton Hellman.) 

The value of a residuary estate to charitable purposes following a life estate 
is taxable as part of the net estate, where the testator gave to his wife the use 
of the estate for her natural life with authority to sell and dispose of any real 
estate, as she might deem to be for the best interest of the estate, and gave 
certain sums for charitable purposes from the balance of the estate at the death 
of the life tenant. (U.S. court of claims, Ithaca Trust Company, executor and 
trustee, v. United States.) 

Interest on refunds should be computed under the provisions of the act 
in force when the allowance was made. Sec. 1019, act of 1924, was not in- 
tended to change the rule as to refunds theretofore allowed. A protest on the 
ground that the taxing acts were ambiguous, uncertain and unconstitutional; 
that they did not apply to the taxpayer and that the lations were arbitrary 
and unjust, is insufficient to constitute a basis for the allowance of interest from 
the date of ——— of the taxes under sec. 1324(a), act of 1921. (U.S. su- 
preme court, United States v. Magnolia Petroleum Co.) 
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A New Jersey bank may deduct taxes for 1917 imposed on its capital stock 
within the meaning of the federal act and paid by it where pursuant to the New 
Jersey act it elected to become the taxable, without any right over against its 
shareholders. (U. S. circuit court of appeals, Frank C. Ferguson, former col- 
lector, v. Fidelity Union Trust Co.) 

Where a manufacturer of candies notified his customers in advance that no 
change would be made in the list price but that it would include the war tax, 
the federal excise tax to wogne under the act of 1918 is on the net and not the 
total amount received. (U. S. circuit court of appeals, fifth circuit, Elmer 
Candy Co., Inc., v. John Y. Fauntleroy.) 

An injunction to restrain the collection of a tax by distraint may not be 
maintained where an appeal has been taken to the United States board of tax 
—_ against a jeopardy assessment made under sec. 279(a), act of 1926, 
unless a bond has been filed with the collector within ten days after the notice, 
as provided in sec. 279(f), the pendency of the appeal to the board not operating 
as a stay. (U. S. district court, E. D. Pennsylvania, Abraham Salikoff v. 
Blakely D. McCaughn.) 

The commissioner’s determination as to the amount of adjustment for de- 
preciation of the statutory basis in determining gain on sale of property is 
prima facie correct, and book entries as to depreciation, alone, do not overcome 
the presumption of correctness. (U. S. circuit court of appeals, third circuit, 
Edward E. Reick v. D. B. Heiner, collector 

An assessment against a partnership, the successor of a corporation which 
dissolved in 1919, for additional 1918 taxes due from the corporation is invalid 
under the 1921 act in the absence of language clearly including the partnership 
in the class upon which the tax was imposed or permitting assessment thereof 
against one related to the taxpayer as the partnership was. (U. S. circuit 
court of appeals, fifth circuit, Dreyfuss Dry Goods Co. v. D. Arthur Lines, 
former collector.) 

The statute authorizing distraint for taxes contemplates distraint and sale 
of goods and the chattels of the delinquent taxpayer, not the property of some 
one other than the taxpayer. (U. S. circuit court of appeals, fifth circuit, 
Dreyfuss Dry Goods Co. v. D. Arthur Lines, former pe com 5 

A taxpayer is not prevented in a suit for recovery of taxes from pleading the 
bar of the statute of limitations by the failure specifically to mention it in his 
claim for refund, where such claim plainly disclosed that a suit or proceeding 
for collection of the tax was barred. (U. S. circuit court of appeals, fifth cir- 
cuit, Dreyfuss Dry Goods Co. v. D. Arthur Lines, former collector.) 

A husband, resident in Louisiana, who had incorrectly returned his income 
for 1917 and 1918, and had paid additional assessments for such years, and also 
amounts in compromise of his civil and criminal liability for filing incorrect 
returns, was denied a refund of taxes which he claimed on the ground that he 
was entitled to the benefit of the community-property ruling under treasury 
decision 3138 allowing returns on a separate basis. (U. S. court of claims, 
Samuel Zemurray v. United States.) 

Excise tax on sales of jewelry by a dealer under acts of 1918 and 1921 held 
applicable to transfer of jewelry as premiums in redemption of coupons issued 
with each purchase of plaintiff's soap products. The selling price upon which 
the tax should be computed is the fair market value of the articles transferred. 
(U. S. court of claims, Colgate & Co. v. United States.) 

Invested capital should include the cost of construction of a coal mine be- 
yond a profitable depth. The value of houses erected as living quarters for 
mining employees to - included in invested capital should not be limited to the 
cost as shown by taxpayer’s books, which did not disclose the cost or value of 
all the materials , but the value of such houses as a whole should be con- 
sidered. (Circuit court of appeals, fifth circuit, Blockton Cahaba Coal Co., et 
al. 7. United States.) 

Petitions alleging an overpayment of taxes for 1919, the amount thereof; 
that a claim for refund had been filed, and that six months had elapsed and the 
commissioner had neither allowed nor rejected such claim, held to have stated 
the ultimate facts sufficiently as against a motion to dismiss for want of juris- 
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diction. (U. S. distvict court, Kansas, first division, Elmhurst Investment Co. 
v. United States.) 

A return for the calendar year 1917 was held to reflect income correctly 
where the taxpayer took a Lan pe inventory on May 31st and ruled off the 
books as of May 3ist, but used a December 3ist, 1916, opening inventory and 
a December 3ist, 1927, closing inventory taken at cost which was lower than 
market, based on inventories and accurate accounting data and including a 
physical count of small stores, which inventories were taken in accordance 
with its uniform practice since 1907 of submitting monthly to its board of di- 
rectors a comparative balance-sheet which necessitated a monthly inventory. 
(U. S. district court of Pennsylvania, Pittsburgh Bridge & Iron Works, Inc., 
v. D. B. Heiner, .) 
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AMERICAN INSTITUTE EXAMINATIONS 


(Note.—The fact that these solutions appear in THE JOURNAL oF Ac- 
COUNTANCY should not cause the reader to assume that they are the official 
solutions of the board of examiners. They represent merely the opinions of 
the editors of the Students’ Department.) 


EXAMINATION IN ACCOUNTING THEORY AND PRACTICE—PART I1 (continued) 
November 18, 1927, 1 P. M. to 6 P. M. 


No. 2 (21 points): 

The Golden Fleece Knitting Mills, engaged in the manufacture of woolen 
sweaters of various kinds, is in need of financial assistance in order to negotiate 
some heavy purchases of raw material for the coming season. 

The company presents the following statement of assets and liabilities, as at 
October 31, 1926, with the request that you certify it. 

Upon ascertaining the facts as set forth hereunder, make such adjustments 
as you think necessary and submit a revised balance-sheet showing the ratio 
of current assets to current liabilities and express your opinion as to the 
financial condition so indicated. 


Assets 

Due from officers and employees. 5,300 

Inventories: 

Machinery and equipment......................... $95,900 

$116,500 
Less: Reserve for depreciation................... 21,900 94,600 
2,200 
$591,800 

Liabilities 

$591,800 
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U investigation, you discover that: 

(1) The mill operates under a system of “standard costs” using a basic 
price for wool yarn of $2 per pound. The standard costs for labor, overhead, 
etc. vary according to the article manufactured. 

(2) The company is granted a discount on yarn purchases of 5% off market 
prices if paid within 30 days from date of invoice, and this discount is handled 
on the books as a financial income at time of payment of invoice, not as a 
reduction in cost of raw material. 

The market price of yarn, October 31, 1926 was $1.85 per pound. 

4) The inventories were composed as follows: 


Raw material (yarn) 


Work in process— 

Labor and overhead (standard costs)..................0245- 5,000 
Finished goods— 

Labor and overhead (standard costs).............-.--2+ee0: 25,000 


(5) Owing to a imperfections necessarily and continually arising in the 
manufacture, some of the finished articles have to be classed as “seconds” 
and are sold at 25% less than the selling price of “ firsts.” 

(6) The selling price of “firsts” is 150% of standard cost. 


(7) The total production of the mill for the year (both groups being priced 
at the same standard cost) was “ firsts’’ $680,000, “* pect $160,000. The 


inventory of finished goods (as above) contained “seconds” to the value of 
$60,000 at standard cost. 

(8) There were no unpaid bills for yarn included in the accounts payable. 

(9) Under a two-year yarn-purchase contract, you find that a shipment of 

rn containing 10,000 pounds at the contract price of $1.95 per pound f. o. b. 
actory or shipping point, left the factory by rail on October 28, 1926, reaching 

our client on November 5, 1926, with a freight charge of $350. The liability 
or this merchandise did not appear on the books of the client. 

(10) The investments include liberty bonds $3,000, which represents both 
cost and market value thereof, and also miscellaneous stocks $17,000 at cost, 
which are not readily realizable and for which no market quotations can be 
obtained. 

Solution: 

“Cost or market, whichever is lower” is generally accepted as the most 
conservative basis of inventory valuation and there appear to be no conditions 
in this problem which would require the use of any other basis. 

An adjustment would be desirable, therefore, to reduce the valuations of the 
raw material, work in process, and finished goods on hand at October 31, 
1926, to the lower of actual cost or market value as of that date. 

Market value of the work in process and finished goods can be determined 
only upon the basis of the market values of the basic elements of cost, i. e., 
raw material, labor and overhead, inasmuch as there is no information as to 
any market value of the finished goods and work in process. Furthermore, 
no information is available as to market prices which would apply to labor and 
overhead, so that any adjustment to market value in the case of goods in process 
and finished goods would be possible with respect to the raw material only. 

There is no way of determining the actual cost of work in process and 
finished goods because only standard costs of labor and overhead are stated in 
the problem. However, it is possible to reduce the material element of the 
work in process and finished goods from standard cost to market value. 
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The first step in adjusting the inventory valuations is that of determining 
the cost and market price of the raw material on hand October 31, 1926. 
It is not stated in the problem whether the market price for yarn as of October 
31, 1926, is f.o.b. the factory or f.o.b. the plant of the Golden Fleece Knitting 
Mills. If it is $1.85 per pound f.o.b. factory, the freight cost would be a 
proper addition to the inventory values based upon the market price of $1.85, 
and this freight cost, upon the basis of the $350 freight charge on the 10,000- 
pound shipment in transit at October 31, 1926, would amount to $.035 per 
pound. Neither is it stated in the problem whether or not the prices given as 
cost of the two lots of yarn appearing in the raw material inventory are in- 
clusive of freight. However, the contract price of $1.95 under the two-year 
yarn-purchase contract is stated as the price f.o.b. factory. It is not im- 
probable that the 20,000-pound lot of yarn included in the raw-material 
inventory at the price of $1.95 was purchased under the same two-year contract 
and represents the cost price f.o.b. factory. It appears reasonable, therefore, 
though there is no conclusive evidence on the point, that the market price of 
$1.85 per pound and the prices used as cost in valuing the inventory of raw 
material, represented prices f.o.b. factory, and an assumption to that effect has 
been made in this solution 

The value of the inventory of raw material on hand and in transit is deter- 
mined as follows: 

Cost Market Inventory 


(including freight) (including freight) value 
Price Amount Price Amount 


On hand: 
$1.985 $39,700.00 $1.885 $37,700.00 $37,700.00 
1.835 55,050.00 1.885 536,550.00 55,050.00 

In transit 
$111,600.00 


In valuing the inventory of work in process, the only alternative value to 
that of standard cost is that determined by including the yarn at market of 
$1.885 and labor and overhead at standard cost. The necessary adjustment 
would be as follows: 

Work in process— 

At standard cost: 


Yarn—25,000 Ibs. at $2.00.............. $50,000 .00 

Adjusted value: 

Yarn—25,000 Ibs. at $1.885............. $47,125.00 

Labor and overhead (at standard cost).... 5,000.00 52,125.00 


Amount of adjustment to reduce 
inventory to market price with 
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A similar adjustment should be made with respect to the inventory of 
finished goods to reduce the value thereof to an amount which will include 
yarn at market price of $1.885 instead of at standard cost of $2.00 per pound. | 

The question also arises as to whether the valuation of the inventory of iy 
finished goods should be further adjusted on account of the fact that “seconds” 
are included therein ‘“‘to the value of $60,000 at standard cost.” 

It may be contended that, inasmuch as the inventory value of the “seconds,” 
priced on the same basis as “‘firsts,’’ would be less than their selling price, there 
can be no objection to so valuing the “seconds.” It may be pointed out, in ; 
considering the question, that the use of that basis will result in showing a 
smaller rate of gross profit to net sales than will be shown for “firsts” and that 
such a showing will reflect the facts. ‘ 

There is also the possibility to be considered of treating the ‘“‘seconds”’ as ‘ 
in the nature of a by-product, the proceeds from the sale of which might be ; 
credited to the cost of production of the “firsts,” the ‘“‘seconds”’ in the inventory 
of finished goods being valued at selling price (less, possibly, necessary selling f 
expenses). It does not seem, however, that this is an appropriate case for the 
application of this method of treating “‘seconds,” because (1) of the large 
proportion of “‘seconds’’ produced and (2) the fact that the selling price of 
“seconds”’ is substantially in excess of the cost, even if cost be figured on the 
same basis as that of “‘firsts,’’ and the use of selling price as a basis for valuing 4 
the inventory of ‘‘seconds” would, therefore, result in an anticipation of ; 
profits. fi 

The editors of this department believe that neither of the methods mentioned ' 
above for arriving at the valuation of the inventory of finished goods is correct. 

The problem states that, ‘‘owing to sundry imperfections necessarily and 
continually arising in the manufacture, some of the finished articles have to 
be classed as ‘seconds’ and are sold at 25 per cent. less than the selling price of ( 
‘firsts.’’’ It would appear, therefore, that part of the cost of manufacturing “4 
“firsts"’ consists of the losses arising from the imperfections which necessitate | 
classing part of the product as “seconds.” 

The difficulty arises when an attempt is made to determine what amount 
should be included in the cost of the production of “firsts” as representing the 
loss resulting from the production of “seconds.” If the selling price of 
“seconds” were less than the average cost of production of “firsts” and 
“seconds,” the entire selling prices realizable for “seconds” could properly be 
credited to the cost of production of ‘‘firsts” which would thereby absorb the i 
loss. But in this case the selling price of ‘‘seconds”’ is in excess of the average a 
cost of production. 

For the purposes of this solution, the total costs of production, using market 
price at October 31, 1926, for yarn and standard cost for labor and overhead, 
are allocated between “‘firsts’’ and ‘‘seconds”’ on the somewhat arbitrary basis 
of the values at selling price of the production for the year. 


The computation, by this method, of the values of the finished goods on hand 
October 31, 1926, is as follows: 


(a) Ascertain the cost of production for the year using the market value at 
October 31, 1926, of $1.885 per pound for yarn and standard cost for labor and 
overhead. 
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Total production for year at standard cost: 


Deduct 


Labor and overhead (using ratio to total stand- 
ard cost of '/, indicated by the figures given 
for the inventory of finished goods at October 


Pounds of yarn used: $746,666.66 + $2.00 or $373,333.33 


Total production cost for the year using market value of $1.885 
per pound for yarn and standard cost for labor and over- 
head: 


Yarn: 
Labor and overhead (as above).......... 93,333.34 


(b) Allocate the cost of production for the year as shown in (a) to “firsts” 
and ‘‘seconds” on the basis of their sales values. 


Sales values 
Per cent. 
of Per cent. 
Standard standard of 
cost cost Amount total 

$680,000.00 150. $1,020,000 .00 85. 
““Seconds”’.......... 160,000.00 112.5 180,000 .00 15. 
$840,000 .00 $1,200,000.00 100. 


Cost of production of “firsts’”—85% of $797,066.67 =$677,506. 67 
Cost of production of ‘seconds’ —15% of 797,066.67= 119,560.00 


(c) Apply to the values at standard cost of the “ firsts”’ and “seconds” in the 
finished goods on hand at October 31, 1926, the ratios of the costs of production 
determined in (b) to production for the year at standard cost given in the 
problem. 


“Firsts $77,506 ¢165,000.00=$164,395 .00 


X$60,000.00= 44,835.00 
Total $209,230.00 
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The discount on yarn purchases of 5 per cent. off market prices if payment is 
made within 30 days from date of invoice has not been deducted in arriving at 
the prices for yarn used in this solution. While at a somewhat higher rate 
than is usually considered as representing cash discount, the discount is actually 
received for payment within a certain period, the company has treated the 
discount as financial income rather than as a reduction of the cost of yarn, and, 
moreover, it is not known to what extent the discounts have been taken. 

The problem does not state the quantity of yarn called for by the two-year 
yarn-purchase contract or when the two-year period ends. In commenting on 
this purchase commitment, therefore, no definite information can be given 
as to the extent of the commitment. 


THe GOLDEN FLEECE KNITTING MILLs 
Balance-sheet—working papers, October 31, 1926 


Assets and 
liabilities Assets 
per and 
company’s Adjustments liabilities 
Assets statement Dr. Cr. as adjusted 
Cash in banks and on hand................. $10,600 $10,600 
Due from officers and employees. ............. 5,300 5,300 
Inventories: 
Investments: 
Machinery and equipment.................. 95,900 95,900 
$622,800 $622,755 
Liabilities 
Reserve for depreciation. 1,900 21,900 
350,000 350,000 
(2) 250 
(3) 2,875 
(4) 15,770 595* 
$622,800 $38,745 $38,745 $622,755 
* Red. 
Adjusting journal entries 
(1) 
Inventory—Raw material. $18,850.00 
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To record 10,000 Ibs. of yarn in transit at October 
31, 1926, purchased at the contract price of $1.95 
per pound, but of a market value of $1.885 per 
pound. 


(2) 
Inventory—Raw material................... $250.00 
To adjust inventory of raw material on hand 
October 31, 1926, to the lower of cost or market. 
(3) 
Inventory—Work in process............... 2,875.00 
To adjust inventory of work in process at October 
31, 1926, to market value with respect to the ma- 
terial element thereof. 
(4) 
Inventory—Finished goods................ 15,770.00 
To adjust inventory of finished goods at October 
31, 1926, in accordance with the adjusted cost of 
production of “firsts” and “seconds,”’ effect being 
given also to the market value of the material 
element thereof. 
THE GOLDEN FLEECE KNITTING MILLs 
Balance-sheet October 31, 1926 
Assets 
Current assets: 
Liberty bonds (at cost and market value)....... 3,000 
Accounts receivable: 
9,100 86,100 
Inventories: 
Raw material— 
18,850 $111,600 
209,230 372,955 
$472,655 
Ratio of current assets to 
current liabilities—1.95 to 1. 
Due from officers and employees. ................ 5,300 
Investments (at cost—market value not ascertainable) 17,000 
Fixed assets: 
Machinery and equipment.................... $95,900 
Purniture and fixtures... 20,600 
Less: Reserve for depreciation................. 21,900 94,600 
$591,755 


Students’ Department 


Liabilities and net worth 
Current liabilities: 
$242,350 
Net worth 
$591,755 


The problem states that the company had submitted its statement of assets 
and liabilities with the request that it be certified. The problem, however, 
requires only an expression of opinion as to the financial condition shown by the 
revised balance-sheet. 

A certificate would certainly not be furnished unless an audit had been made 
of the accounts. In the course of such an audit considerable information would 
no doubt be obtained which is not given in the problem and, on the basis 
thereof, additional adjustments might be necessary. Certainly, some in- 
vestigation would be made of the standard cost used for labor and overhead 
and of the actual costs of raw materials, labor and overhead in the inventories 
of work in process and finished goods, and further adjustments of the inventory 
values might be required. 

It is impossible also to express any well informed opinion as to the financial 
condition indicated by the revised balance-sheet because of the lack of certain 
information, such as the maturities of the notes payable, the payment dates 
of the accounts payable, the collectability of the accounts receivable, the 
amount of the sales and net profit for the year ended October 31, 1926, the 
cause of the deficit (whether due to operating losses, excessive dividend pay- 
ments, or some other cause), the balance of the yarn which must be taken 
under the two-year purchase contract and the period during which it must be 
taken, etc. 

In the absence of the information which would be necessary for an expression 
of opinion as to financial condition, a guess may be hazarded that the inventories 
are excessive and that, in spite of the current ratio of 1.95 to 1, some difficulty 
will be experienced in meeting the current liabilities as they mature, for it will 
be noted that such liabilities aggregate $242,350 while cash, liberty bonds, and 
accounts receivable (the latter of an unknown degree of currency) amount in 
total to only $99,700. At the same time the purchase commitment of unknown 
amount requires payment for yarn at ten cents per pound above the market 
price. 

If, on the other hand, the large inventory represents goods which will 
shortly be moved to customers, if terms of sale are such that substantial collec- 
tions will be received from customers at an early date and if payment of the 
notes and accounts payable does not have to be made until after such collec- 
tions have been received, the financial condition may not be cause for alarm in 
so far as the current situation is concerned. 

The existence of the deficit, however, is a somewhat more definite indication 
of financial weakness, although the impairment of capital, if due to operating 
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losses, would be significant of a more serious condition than if due to excessive 
dividend payments for the reason that the probable ability to operate at a 
profit during the ensuing year will have a very important bearing upon the 
working-capital situation. 

The fact that the miscellaneous stocks carried as investments are not 
readily realizable and have no ascertainable market value is another element 
of weakness, because not only is it impossible to obtain additional working 
capital by disposing of them, but also the possibility of their being worth less 
than cost is quite real. 

No. 4 (14 points): 

You are requested by Mr. John Blank, owner of all the capital stock of the 
Hoffbloom Realty Company, to review and comment upon the statements 
prepared by his manager, and herewith presented, directing special attention 
to the item “ Net orokt 1 to common stock”’ shown in the second of the two 


statements: 
HoFFBLOOM REALTY COMPANY 


Tentative profit-and-loss statement and baiance-sheet, December 31, 1926 


Assets 
Liabilities 
Surplus account and profits— 
Accrued profits, per surplus account.......... $13,872.22 
Allocated surplus—Reserve for income tax... .. 237.03 
$14,109.25 
Reserve account—-Reserve for lot- 
Less: Real-estate accounts— 
Development ex- 
32,540.33 59,148.33 30,725.40 
Estimated total profit to date, contingent upon full 
payment of lot-sales contracts and no further 
Tentative realization and liquidation statement, December 31, 1926 
Assets to be realized— 
Sale price of remaining lots.................. $16,800.00 
Current assets, per balance-sheet.............. 68,916.42 $85,716.42 
Reserve account— 
Reserve for lot-sale contracts................ $89,873.73 
$116,441.82 
Liabilities to liquidate, per balance-sheet.................... 28,081.77 
Net profit to common stock—to pay face of stock and as profit. $88,360.05 
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Upon inquiry, you gather the following information: 

Goodwill account was opened as an offset to capital-stock account. 

The balance in “ Reserve for lot-sales contracts”’ is the result of crediting the 
account for all sales and, subsequently, charging amounts (transferred to 
income) proportionate to payments on contracts. 

The “land” and “development” accounts contain the total amount ex- 
ae on “Hoffbloom addition” which the company was organized to plat 
and sell. 

There is considerable eugene yet to be incurred, but there is also income 
(interest on contracts) whic may be treated as, wars gos. d offsetting the expense. 

It is expected that the remaining lots will be sold and that all contracts will 
- — off within five years from ber 31, 1926, when the company will 
iquidate. 

No dividends have been paid on common stock, but on preferred stock, 
which was retired in 1926, approximately $9,000 dividends were paid. 

Prepare a report, in letter form, for your client, embodying therein a criticism 
of the statements submitted. 


Solution: 
Mr. John Blank: 


In submitting the statements prepared by your manager you did not state 
whether any cash is included in the “ other current assets.’’ On the assumption 
that no cash is included in that item, I interpret the statements as reflecting 
transactions which are summarized as follows: 


Goodwill: 

By credit to capital stock ....... (a) $10,000.00 
Contracts receivable: 

Total sales ........ $112,982.98 

Charges to other 


current assets.... 36,035.54 


Remainder charged 
to contracts (b) $76,947.44 
Collections .. (c) 44,066.56 


32,880.88 
Other current assets.............. (b) 36,035 .54 
Cash: 
Collections .. (c) $44,066.56 
Land and devel- 
opment costs 
(d) $31,066.56 
Dividends paid (e) 9,000.00 
Deferred expen- 
sespaid... (f) 4,000.00 
$44,066.56 
Deferred expenses............... (f) 4,000.00 
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Reserve account: 
Creditsforsales (b) $112,982.98 
Charges for prof- 
its transferred 
tosurplus (g) 23,109.25 


Development expense............ (d) 32,540. 33 
Surplus: 
Credits for prof- 
its transferred 
fromreserve (g) $23,109.25 
Charges: 
Dividends (e) $9,000.00 
Income tax (h) 237 .03 


Total charges $9,237.03 


13,872.22 
Reserve for income tax........... (h) 237.03 
(a) 10,000 . 00 


$142,064.75 $142,064.75 


The method of determining some of the amounts shown above may be of 
interest. 
The surplus account shown in your manager's statement has 


$13,872.22 
But it has been charged with: 

9,000.00 

Hence the amount transferred to surplus from the reserve 

The reserve account has a balance of................... $89,873.73 


But a transfer to surplus has been made amounting to... . 23,109.25 
Hence the total credit to the reserve, representing total sales 


$112,982.98 
And since the uncollected balances are: 

Contracts receivable............... $32,880.88 

Other current assets............... 36,035.54 
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Known payments have been: 
Deferred expenses................. 4,000.00 13,000.00 
Assuming no cash balance, the payments on land and 
Payments from current assets. $31,066.56 (d) 


No consideration is given in the above computations to cash receipts from 
the issuance, and payments for the retirement, of preferred stock. They pre- 
sumably were equal in amount and hence would offset each other. 

The collections from sales appear to have been $44,066.56 and the amount 
transferred to surplus from the reserve was $23,109.25, or approximately 52 
percent. The ratio of gross profit was therefore presumably 52 per cent., and 
the cost of land sold was 48 per cent. of the selling price. This can not be 
definitely known for, if the other current assets include any cash collected from 
sales, the amount transferred from the reserve to surplus would represent less 
than 52 per cent. of the cash collections and hence the rate of gross profit would 
be less than 52 per cent. 

The rate of gross profit can be roughly tested as follows: 


Approximate rate of gross profit... 54% 


To illustrate the form of statements which we think would more correctly 
indicate the financial status of the company, we shall estimate the cost of land 
sold on the basis of a 52 per cent. ratio of gross profit. On this assumption the 
cost of land sold was approximately 48 per cent. of $112,982.98, or $54,231.83. 
But since we have no means of verifying this rate, and since 48 per cent. is only 
an approximation, we wish to caution you as to the desirability of accurately 
determining the cost of land sold, in preparing any statements along the lines 
suggested herein. 
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After having accurately determined the cost of land sold, you should deter- 
mine the exact rate of gross profit, and multiply the collections by this rate to 
verify the amount of $23,109.25 transferred from the reserve to surplus. 

We have no means of verifying the income-tax provision. If the company 
operated only during 1926 the tax would be 13.5% ($23,109.25—$2,000.00 
credit) or $2,849.75. The company may have been operating for some time, 
but there is no evidence of the payment of taxes in prior years. In the 
following statements we are showing the taxes at the amount reported by 
the manager, but you should investigate this matter. 

On the basis of the foregoing assumptions, the following statements are 
suggested as forms which, when prepared from verified data, would more nearly 
reflect the facts: 

HoFFBLoom REALTY COMPANY 
Profit and loss statement 


(Period unknown) 


Gross profit (ratio approximately 52%)..................4. $58,751.15 
Realized profits based on collections: 

52% of $44,066.56—approximately...................... $23,109.25 
Remainder—Net profit. .... $22,872.22 
Dividends on preferred stock... ... 9,000.00 
Remainder—Surplus, December 31, 1926................... $13,872.22 


Note.—The surplus as stated above is subject to the propriety of deferring 
$4,000 of expenses. 
HoFFBLOOoM REALTY COMPANY 


Balance-sheet, December 31, 1926 


Assets 
32,880.88 
36,035.54 
Real estate: 
$26,608 .00 
Development 32,540.33 
$59,148. 33 
Less cost of real estate sold................. 54,231.83 
Cost of real estate remaining for sale.................... 4,916.50 
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Liabiliti 


Deferred profit on land sold: 
Gross profit—per profit-and-loss statement.... $58,751.15 
Less profit taken into surplus on instalments 


The estimated amount which the stockholders will realize, assuming the sale 
of the remaining land at the stated price of $16,800, the collection of all con- 
tracts receivable, the conversion into cash of other current assets, and assuming 
that other income will equal the expenses, is shown below: 


Estimated profit on future sales: 

Deduct 


We wish to emphasize the fact that it has been impossible for us to do more 
than indicate incorrect methods of accounting procedure reflected by the state- 
ments submitted to us; verification of the amounts shown by the statements 
was impossible. 


Yours truly, 
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Correspondence 
GERMAN INFLATION ACCOUNTING 


Editor, The Journal of Accountancy, 

Srr: I have read with much interest Mr. Sweeney’s article on German In- 
- flation Accounting in the February, 1928, JouRNAL. 

Obviously, the method suggested is an advance upon the one it supersedes; 
but have not accounting principles been sacrificed to simplicity? For instance, 
profit-and-loss account is credited with a money-value gain on bonds payable. 
Suppose, however, that in the succeeding year, the value of the book mark 
rises to eight to one gold mark. If the gold-mark value of the liability for 
bonds payable is to be stated, the credit in the account must be increased to 
25,000 gold marks, requiring an offsetting debit, presumably to profit and loss, 
of 5,000 gold marks. Therefore, crediting profit and loss in the first year with 
a supposed money-value gain would be at the expense of the second year. In 
other words an unrealized gain, subject to fluctuation, has been taken up as 
profit in the first year. It may be answered that there has also been taken up 
an unrealized loss on a capital asset such as machinery; but do accounting 
principles require that market or book losses, due to fluctuations in the value 
of capital assets intended for use in a business, must be written off to the annual 
profit-and-loss account? 

By all means reduce the balance-sheet to a gold basis, but I suggest that the 
so-called money-value gains or losses should be credited or debited instead to a 
currency-adjustment account, the balance of which, if a credit, should be held 
as a reserve against subsequent fluctuations, or, if a debit, should be offset by 
an equivalent appropriation from surplus. By so doing we should adhere to 
accounting principles, which require that provision be made for all possible 
losses and that no unrealized gains be taken up as profits. 

If the money-value differences are carried to an account such as the one sug- 
gested, then it will be necessary to charge the depreciation in paper marks, so 
that the profit and loss does not contain both gold and paper marks. _In stat- 
ing the gold equivalent of the reserve-for-depreciation account, the so-called 
money-value gain would be carried to the currency-adjustment account. 

Yours truly, 
J. H. ALLEN. 


Orange, N. J., March 3, 1928. 


Editor, The Journal of Accountancy, 

Sir: Mr. Allen’s letter calls attention to a very interesting point, one that 
might well have been included in the article to which he refers. 

The fact that prominent German writers on this subject (e. g., Mahlberg and 
Schmalenbach) did not treat so-called profits and losses from price changes in 
the manner suggested by Mr. Allen was due perhaps to a combination of the 
following reasons: 

1. Profits and losses arising from changes in price levels can not be identified, 
measured and segregated with practical success from profits and losses result- 
ing from conduct of the business operations. As the article stated, gains and 
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losses from fluctuating price levels may be so intermingled with profits and 
losses resulting from the continuous flow of business operations as to prevent 
easy identification as such. 

In the example given in the article, a gross loss on sales was shown. Goods 
were sold below cost—a consequence, presumably to some extent in such a 
period, of lack of suitable conformity of sales prices to the changing merchan- 
dise level of prices, although an apparent profit was realized. The changing 
price level was thus largely responsible for the actual loss on merchandise 
operations. But the extent of such responsibility can not be accurately 
gauged at the close of a period when the individual merchandise transactions 
have been consummated. 

Difficulties of classification and measurement are not in themselves good 
reasons for not attempting to obtain results that will be as nearly accurate as 
practically possible. In conjunction with the following reasons, however, this 
first reason probably was stronger than it would have been alone. 

2. In many cases the final losses would have seemed unbearable if all price- 
variation profits and losses resulting from application of balance-sheet stabi- 
lization had been excluded. The example given in the article showed a final 
net loss of GM 25,000. If the price-variation-reserve method had been used, 
a conglomerate mark loss of 780,000 would have appeared, together with a 
similar type of mark reserve for price variations amounting to 755,000. (In 
some cases, however, use of the method described in the article might have in- 
creased the final net loss.) 

3. As the closing years of the inflation arrived and people began to lose con- 
fidence in the mark, there seemed perhaps less need to reserve any net profits 
resulting from treating price changes as described in the article—prices seemed 
unlikely to decrease enough even partly to offset any net profits resulting from 
a preceding price rise. 

Mr. Allen’s suggestion seems quite sound, however, with regard to present 
orthodox accounting’ theory, and would have to be considered very carefully 
if any adaptation of German methods were to be attempted in this country. 

Yours truly, 
HENRY W. SWEENEY. 


New York, March 14, 1928. 
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TAX DIARY AND MANUAL, 1928. Prentice-Hall, Inc., New York. 


To those who have subscribed for and used Prentice-Hall’s Tax Diary and 
Manual in past years, little can be conveyed in a review of this contribution 
tothe taxpayer’s stock of information upon the subjects of which the book 
treats. But to those who have not equipped themselves with this ever-ready 
aid and reminder, some few paragraphs may be enlightening. 

Here is a book that in a most concise manner reminds its possessor of the 
duty devolving upon him of making returns and paying taxes to the various 
taxing authorities on the day when such action should be taken. As the 1928 
edition has been brought up to date and includes the latest tax legislation it will 
be apparent that the former editions can not safely be used for the year 1928. 

In addition to the diary, the book contains in summary form reliable infor- 
mation upon the following matters: State income taxes imposed on individuals; 
reciprocal exemption and charts of inheritance tax on securities; inheritance 
tax charts; state corporation taxes; comparative chart for use in choosing a 
state for incorporating. 

There are twelve states at the present time that impose income taxes on 
individuals, and the summary of the available data in this manual is contained 
under the following titles: Who taxable; on what imposed; non-taxable items; 
deductions from income; personal exemptions; rates; credits against tax; 
returns; collection and payment; interest and penalties; abatement and credit; 
administration. 

The chapter on reciprocal exemption and charts showing inheritance tax on 
securities, etc., is quite as concise and comprehensive as that on state income 
taxes on individuals, and is valuable as a quick reference when a question of 
this kind is asked. 

Succeeding this is a chapter on inheritance taxes setting forth the various 
provisions, by states, under the following titles: 

Exemptions to each beneficiary 
The rate of taxes graduated from the minimum amount taxable to the 
maximum amount 

Then follows a chapter on state corporation taxes showing the initial taxes 
and the annual taxes of each state imposing such taxes, after which there is a 
chapter entitled ‘‘ Choosing a state for incorporating.” 

One of my clients has a comptroller who at regular intervals drops in and 
unburdens himself of his woe. The general tenor of his sad tale is that several 
times each month he must devote a lot of his valuable time to the making up of 
some tax return for one or more of the numerous subdivisions of the United 
States government in which his corporation carries on its far-flung business. 
The next time he is seen entering the office, I am going to break the cheering 
news that there is an up-to-date book available which will not make it neces- 
sary to remember just when each of the multitudinous tax returns and tax 
payments must be made, and that for the expenditure of five dollars he can 
obtain this daily tickler and encyclopedia on taxes, and cease to be surprised 
and made indignant at the temerity of the various and numerous taxing au- 
thorities prodding him for belated information or payment. If this does not 
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appease him, I shall be able to point out that the book also contains plenty 
of space to set down such intimate thoughts as may occur to him, each day, on 
the utter depravity of legislators who are so inconsiderate of their constituents 
as to be parties to the enactment of complex and almost incomprehensible tax 


laws. 
STEPHEN G. Rusk. 


THE INTERPRETATION OF ACCOUNTS, By Tomas A. Bupp anp 
Epwarp N. Wricut. Prentice-Hall, Inc., New York. 416 pages. 

Those who have read Joseph Conrad's Lord Jim will undoubtedly remember 
in its preface the author’s frank review of the criticisms made of the book and 
will probably remember, in particular, the reference to the suggestion that he 
appeared to have embarked on a short story which had eventually run away 
with him and developed into a full-sized novel. One gets a somewhat similar 
impression from The Interpretation of Accounts. 

The authors, both assistant professors of accounting in the University of 
Pennsylvania and both equipped academically with “B.S. in Econ., A.M.,”’ 
appear to have heard, as many of us do, the repeated call from those who have 
not had an accounting training, for a book which will give them, without years 
of study, the ability to look intelligently at a balance-sheet and operating state- 
ment and to derive therefrom some indication of their significance. They state 
in the preface that “ This book is intended for students and others interested in 
financial records, not as prospective bookkeepers and accountants, but as 
prospective executives and investors’’. 

It was apparently decided to approach the subject synthetically rather than 
analytically and to describe the construction of the accounts on the books and 
their passage into the final statements, rather than to give guidance in the study 
of those statements. This assumption finds support in the fact that of the 
entire 416 pages there is but one chapter of 19 pages devoted to “analysis of 
statements”’. 

The result of this treatment, coupled with the tendency toward diversion 
referred to above, and the apparently academic outlook of the authors, is that 
the student is led through a series of discussions on some of the controversial 
points familiar to most of the readers of accounting literature, only to emerge, 
one would imagine, with the feeling of the gentleman who knew it was a fine 
fight but was not quite sure how he became involved or what the result was. 

In particular, the sections of the book dealing with appreciation and such 
subjects as the more advanced treatment of discounts appear to be somewhat 
out of place. 

From the point of view of the practising accountant there is, of course, little 
to be learned from the book. There is, on the other hand, a considerable 
amount of matter which some clients could read with great advantage, and the 
tutorial experience of the authors enables them to present this in a particularly 
interesting and digestible form. 

From the scholastic viewpoint, the novel treatment accorded the subject has, 
in all probability, considerable merit, but, once again, it is a pity that more time 
is not devoted to the study of the statements built up. 

Haroip R. CaFFYN. 
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HOW TO UNDERSTAND ACCOUNTING, by Howarp C. Greer. The 
Ronald Press Co., New York. 255 pages. 

Many business men confess frankly that accounting is a complete mystery 
tothem. They stir uneasily in their chairs when accounting data are presented 
to them. They call in the bookkeeper and demand to know in plain English 
whether they are making or losing money. The technical terminology seems 
to them composed of necromantic symbols and weird incantations. 

How to Understand Accounting, by Howard C. Greer, may be helpful to such 
persons. The book is intended to facilitate intelligent interpretation and use 
of accounting material. 

With commendable swiftness and clarity the author states and illustrates 
the purposes and scope of accounting, the fundamental double-entry principles 
and the primary bookkeeping mechanics. Even at this early point the execu- 
tive-reader should have ceased to balk and rear at the sight of a trial balance. 
Mr. Greer then leads the way adroitly through the formidable mazes of account- 
ing appurtenances, cost accounts, problems of valuation, financial statements, 
analytical and comparative statements, budgetary control, etc. He skilfully 
avoids entanglement in the innumerable complications of the subject he has 
undertaken to outline in a single volume. Throughout the book the most in- 
volved refinements of accounting procedure are shown to depend directly on the 
initially enunciated simple principles. The author preserves the thread of con- 
tinuity always and the interdependence of the various records and statements 
is shown unmistakably. It is the kind of book in which it would be easy to 
become confusing, and Mr. Greer’s logical simplicity is creditable. 

The author is not much concerned, naturally, in a book of this kind, with 
public accountants and their functions, but brief references to professional 
practitioners stress the value of their impartial, unbiased reports and certificates 
and their aid in the installation of accounting systems, in discovering error or 
fraud, in handling emergency or peak-load situations, etc. 


314 


| 
Current Literature | 
| 


Compiled in the Library of the American Institute of Accounts 


[Photostatic reproductions (white printing on a black background) of 
most of the articles listed in THE JOURNAL OF ACCOUNTANCY or Accountants’ 
Index may be obtained from the library of the American Institute of Account- 
ants, 135 Cedar Street, New York, at a rate of 25 cents a page (8% in. x 11 in.) 
at 35 cents a page (11% in. x 14 in.) plus postage. Members and Associates 
of the American Institute of Accountants are entitled to a discount of 20 per i 
cent. Identify the article by author, title, name of periodical in which it 
=— date of publication and paging. Payment must accompany all eo 
orders. 


ACCOUNTANCY 
Collins, Clem W. Breaking into the Accountancy Profession. ENTERPRISER, | 


December, 1927, p. 29-30, 46, 54. 


Law 
New York 


New York (State). Number 555 in Assembly, an Act to Amend the Education 
Law, in Relation to the Practice of Public Accountancy and the Authorization 
of Public Accountants to Engage in Such Practice, January 25, 1928. 


| 
| 
New York State Society of Certified Public Accountants. Report of Legisla- | 
tion Survey Committee, January 14, 1928. New York, The Society, | 
{ 


1928. 23p. 
ACCOUNTANTS 


Duties and Responsibilities 
Cooper, T. M. Accountancy Evidence from an Advocate’s Point of View. 
AcCOUNTANT’s MAGAZINE, February, 1928, p. 95-110. 
ACCOUNTING 
Douglas, Archer W. Part That Accounting Plays in Business. ENTER- 
PRISER, December, 1927, p. 31-32. 
ARBITRATION AND AWARD 
Dunn, Homer A. Arbitration of Commercial Disputes. CERTIFIED PUBLIC 
AccounTANT, March, 1928, p. 67-68, 71. 
AUTOMOBILE INDUSTRY 
Epstein, Ralph C. Automobile Industry; Its Economic and Commercial 
Development. Chicago, A. W. Shaw Company, 1928. 412 p. 
AUTOMOBILES | 
Accounting 
Uniform Classification 
Pennsylvania. Public Service Commission. Uniform Classification of Ac- 
counts for Common Carriers of ee by Motor Vehicle; Effective | 
January 1, 1928; Classes A, B and C. Harrisburg, Pa. Bureau of Ac- 
counts and Statistics, 1927. 
BALANCE SHEETS 
Wright, Walter Coleman. Philos pa of the Balance Sheet. AMERICAN 
AccounTANT, March, 1928, p. 27-29. 


BANKS AND BANKING 
Savings Banks 
Kniffin, William H. Savings Bank and Its Practical Work. Ed. 4. New 
York, Bankers Publishing Company, 1928. 531 p. 


315 


| 

|_| 


The Journal of Accountancy 


BUDGETS 


Business 
Berliner, J. J. How to Budget Plant and Equipment Expenditures. FACTORY 
AND INDUSTRIAL MANAGEMENT, March, 1928, p. 532-3. Lansing, A. J. 
Cost Control through Budgeting. FAcTory AND INDUSTRIAL MANAGE- 
MENT, January, 1928, p. 59-61. 
CLASSIFICATION 
Walker, W. L. $10,000 Saved by Classification Plan. MANUFACTURING 
InpustriEs, February, 1928, p. 127-30. 


CLUBS, SOCIETIES, ETC. 


Budgeting 
Conner, C. B. Welfare Club's Budget. Nationa Horet Review, March 3, 

1928, p. 82-84. 

CORPORATIONS 
Law 
Great Britain 

Howitt, H. G. Present Day Demands on Auditors and the Effects of the Com- 

panies Bill Thereon. ACCOUNTANT, January 28, 1928, p. 127-131. 

CORPORATIONS, GREAT BRITAIN 


Makin, Frank B. Payment of Dividends; Secretary's Duties. ACCOUNTANTS’ 
JourNAL (England), February, 1928, p. 780-785. 


COST AND FACTORY ACCOUNTING 

Dunkerley, Roland. Influence of Cost Accounting on the Management of a 
Manufacturing Concern. Cost ACCOUNTANT, February, 1928, p. 281-287. 

Gibson, F.M. Maintenance and the Balance-Sheet. FACTORY AND INDUSTRIAL 
MANAGEMENT, January, 1928, p. 78-80. 

Horn, John E. Coérdinating the Factory and General Accounting to Insure 
Prompt Monthly Closing. New York, National Association of Cost 
Accountants, February 1, 1928, p. 593-616. (N. A. C. A. Bulletin, v. 9, 
no. 11, Section 1.) 

Telford, G. W. Standard Costing. AccounTANt, February 18, 1928, p. 
237-244. 

Overhead 

Clifford, George O. Our Foremen Help Lighten Our Load of Overhead. F ac- 

TORY AND INDUSTRIAL MANAGEMENT, Siemee. 1928, p. 294-297. 


COSTS 


Buchanan, W.G. Men as Related to Costs. MANUFACTURERS’ NEws, Febru- 
ary, 1928, p. 25-26, 55. 


Jackson, Howard E. Interest on Investment Not a Factor in Cost of Production. 
CERTIFIED PuBLIC ACCOUNTANT, March, 1928, p. 69-71. 


DEPRECIATION, DEPLETION AND OBSOLESCENCE 
Fischer, O. E. Depreciation Practice and Plant Records. JOURNAL OF Ac- 
COUNTANCY, March, 1928, p. 161-174. 
Mather, Charles ©. Depreciation and A eee of Fixed Assets. JOURNAL 
or AccouNTANCY, March, 1928, p. 185-190. 
Public Utilities 
Call, George Shiras. Depreciation in Public-Utility Income Accounts. Jour- 
NAL OF ACCOUNTANCY, March, 1928, p. 191-196. 


ELECTRIC AND STREET RAILROADS 


Management 
Jordan, H. E. Manuals of Operation and Accounting. Evectric RAILWAY 
JourNaL, March 3, 1928, p. 359-61. 


316 


Current Literature 
_ 


EXAMINATIONS 


Preparation of Operating Accounts and Balance Sheets in the Examination Room; 
Extracts from a Lecture Delivered to the Licentiate in Accountancy Students’ 
Society, Toronto, November 1, 1927. LACENTIATE IN ACCOUNTANCY, 
January, 1928, p. 275-284. 


Australia 


Australasian Corporation of Public Accountants. Examination Papers Final 
Section—October, 1927. Pustic Accountant, November 29, 1927, 
January 30, 1928, p. 145-148; 209-219. 


Scotland 


Scottish Chartered Accountant’s General Examining Board. Popes Set 
1927. LicENTIATE IN ACCOUNTANCY, January, 1928, p 


EXECUTORS AND TRUSTEES 
Accounting 
Linahan, J. Residuary Accounts. INCORPORATED ACCOUNTANTS’ JOURNAL, 
February, 1928, p. 165-172. 
FACTORIES 
Budgeting 
Wallis, Robert N. Factory Expense Budget That Works. MANUFACTURING 
INDUsTRIEs, February, 1928, p. 121-123. 


FINANCE 
Great Britain 
Brown, E. J. Gateway of Commerce; a Consideration of the Organization and 
Institutions Forming the Money Market. ACCOUNTANTS’ JOURNAL 
(England), February, 1928, p. 771-773. 


GOODWILL 


Garnsey, Gilbert. Some Notes on Goodwill as an Item in the Value of a Business. 
AccounTANnt, February 4, 1928, p. 170-172. 


HOTELS 
Accounting 
Horwath, Ernest B., and Toth, Louis. Hotel -——. Including y= 
mental Control, Food Costing and Auditing. New York, Ronald Press 
Company, c 1928. 508 p. 
McKenzie, Arthur D. Preservation of Hotel Accounting Records. ALARM 
Cock, March, 1928, p. 5-7. 
Schickler, R. Manifold Records—a Labor Saving Device. NATIONAL HOTEL 
Review, February 25, 1928, p. 70-71. 


INCOME 


Fisher, Irving. Income Concept in the Light of Experience. New Haven, The 
Author (i928). 29 p. 


INDUSTRIAL TRUCKS 
Cost of Operation 


Crockett, C. B., and Payne, H. J. Operating Costs of Industrial Trucks. 
Iron AGE, February 9, 1928, p. 398-400. 


INVESTMENT TRUSTS 


Bolton, Ian F. C. Investment Trust Companies. ACCOUNTANTS’ MAGAZINE, 
January, 1928, p. 10-25. 


317 


i 
| 
| 
| 

i 

| 

| 

| 

| 


The Journal of Accountancy 


IRRIGATION 
Accounting 
Turner, Charles D. Accounting for Irrigation Companies. JOURNAL OF 
Accountancy, March, 1928, p. 175-184. 
MACHINERY AND EQUIPMENT 
Alford, L. P. How Is Cost of New Manufacturing ipment Charged to Prod 
uct? MANUFACTURING INDUsTRIEs, February, 1928, p. 107-110. 
MATERIALS 
Younger, John. How Henry Ford's Material Control Reduces Production Costs. 
MANUFACTURING INDUsTRIES, February, 1928, p. 95-98. 


MOVING PICTURES 


Accounting 
Sheppard, Sidney H. Motion-Picture Theater Accounts. AMERICAN ACCOUNT- 
ANT, February, 1928, p. 28-31. 
MUNICIPAL AUDITING 
Oakey, Francis. Audit of a City’s Books. American City, March, 1928, p. 


153-155. 
PAPERS, PRESERVATION OF 
Malone, Thomas. Time to a of Documents. BURROUGHS CLEARING 
House, March, 1928, p. 24-25. 
PAYROLLS 
Metropolitan Life Insurance Company. Paying Employees by Check. New 
York, Metropolitan Life Insurance Company, Policyholders’ Service 
Bureau, 1927. 19 p. (Report No. 53.) 
PRICES 
Mills, Frederick C. Behavior of Prices. New York, National Bureau of 
Economic Research, Inc., 1927. 598 p. 
PRINTING 
Classification 
United Typothetae of America. Standard Classification of Accounts of the 
Balance Sheet and Operating Statement. Chicago, United Typothetae of 
America, 1928. 6p. 
PROFITS 


Amsdon, E. Victor. Js It Advisable That the Costs and Profits of Industry Be 
Made Public? Cost Accountant, February, 1928, p. 287-291. 


RAILROADS 
Valuation 
Interstate Commerce Commission. Federal Valuation of the Railroads in the 
United States; Review Prepared by Frederick H. Lee, Secretary, of the 
Developments in Connection with Federal Valuation, between July 30, 1927 
and January 31, 1928. Philadelphia, President’s Conference Committee, 


1928. 25 p. 
REAL ESTATE 
Reep, Samuel. Second Mortgages and Land Contracts in Real Estate Financing. 
New York, Prentice-Hall, Inc., 1928. 255 p. 
SELLING EXPENSES 
Barrett, James H. Analysis and Distribution of Sales Distributional Costs. 


New York, National iation of Cost Accountants, February 15, 1928, 
p. 655-679. (N. A.C. A. Bulletin, v. 9, no. 12, Section 1.) 
STANDARDIZATION 


Bock, H. Jack. Basic Data for Setting Standard Costs; Parts, Assembly and 
MANUFACTURING INDUsTRIES, February, 1928, 
p. 115-118. 


318 


Current Literature 


STATEMENTS 
Financial 
Kissan, E. D. Accountant and the Investor. INCORPORATED ACCOUNTANTS’ 
JournaAL, February, 1928, p. 160-64. 
Klein, Joseph J. Js the Credit Man Entitled to More Financial Facts? AMERI- 
CAN ACCOUNTANT, February, 1928, p. 5-9. 


Klein oy sy a What Shall We Look for in the Financial Statements Which 
Come Our Desks? CERTIFIED PuBLic ACCOUNTANT, March, 1928, 
p. 17-81. 
STOCK 
No Par Value 


Wildman, John R. Diversity of No-par-stock Statutes Creates Problem for 
Accountant. AMERICAN ACCOUNTANT, February, 1928, p. 19-21. 


TAXATION, GREAT BRITAIN 


Seed, H. E. Inspector and Accountant: a Discussion on Mutual Relations. 
‘ACCOUNTANT, Tax Supplement, February 4, 1928, p. 73-80. 


Income and Excess Profits 
McBain, A. G. Finance Act, 1927—Part 3. CORPORATE ACCOUNTANT, 
January, 1928, p. 424-426. 
Taylor, E. Duncan. Income Tax and Super Tax in Relation to the Finance Act, 
1927. ACCOUNTANTS’ JoURNAL (England), February, 1928, p. 753-770. 


TAXATION, UNITED STATES 
Corporations 
Mitchell, Joseph J. Comp. 1928 Corporation Federal Income Tax Guide; for 
Use in 1928 by Corporations in Compiling Return Form 1120 for the Year 
1927. Income TAX REVIEW AND FEDERAL AND STATE TAX REPORTER, 
February 15, 1928, p. 1C-12C. 


Income and Excess Profits 
United States. Foreign and Domestic Commerce, Bureau of; Double Taxation 
Relief; Discussion of Conventions Drafted at International Conference of 
by Mitchell B. Carroll. Washington, Government Printing 
p. 


Partnerships 
Mitchell, Joseph J. Comp. 1928 Partnership Federal Income Tax Guide; for 
Use in 1928 by Partnerships in Compiling Return Form 1065 for the 
1927. Income TAX REVIEW AND FEDERAL AND STATE TAX REPORTER, 
February 15, 1928, p. 1P-9P. 


TRANSPORTATION 
Bork, J. L. Traffic Manager. New York, National Association of Cost 
Accountants, Febru tS, 1928, p. 680-687. (N. A. C. A. Bulletin, 
v. 9, no. 12, Section 23 
VALUATION 
Crocheron,C. Appraisals as a Basis for Departmental Investment. New York, 
National Association of Cost Accounts, February 1, 1928, p. 618-624. 
(N. A. C. A. Bulletin, v. 9, no. 11, Section 2.) 
Daines, Harvey C. Some Aspects of Valuation and Income Determination. 
Consume | Pusiic ACCOUNTANT, January, March, 1928, p. 49-51, 55-56, 


73-76, 89. 
WAGES, FEES, ETC. 
Bonus 


National Industrial Conference Board, Inc. me oe a Bonuses for Wage 
Earners, Su isors and Executives. New York, National Industrial 


Conference d, Inc., 1927. 60 p. 
319 


i 

| 


The Journal of Accountancy 


Addresses of Periodicals 

Accountant, 6 Kirby Street, London, E. C. 1, England. 

Accountants’ Journal, 6 Kirby Street, London, E. C. 1, England. 

Accountants’ Magazine, William Blackwood and Sons, Edinburgh, Scotland. 

Alarm Clock, Horwath and Horwath, 105 West 40 Street, New York, N. Y. 

American Accountant, 30 Church Street, New York, N. Y. 

American City, 443 Fourth Avenue, New York, N. Y. 

Burroughs Clearing House, Burroughs Adding Machine Company, Detroit, Mich. 

Certified Public Accountant, Published by The American Society of Certified Public Account- 
ants, 421 Woodward Building, Washington, D. C. 

Corporate Accountant, 121 West George Street, Glasgow, Scotland. 

Cost Accountant, 6 Duke Street, St. James’, London, S. W. 1, England. 

Electric Railway Journal, Tenth Avenue and 36 Street, New York, N. Y. 

Enterpriser, University of Illinois, Urbana, III. 

Factory and Industrial Management, McGraw-Shaw Company, 285 Madison Avenue, New 
York, N. Y. 

Income Tax Review and Federal and State Tax Reporter, 165 Broadway, New York, N. Y. 

Incorporated Accountants’ Journal, 50 Gresham Street Bank, London, E. C. 2, England. 

Iron Age, 239 West 39 Street, New York, N. Y. 

Licentiate in Accountancy, 206 Waverly Place, Toronto 8, Ontario, Canada. 

Manufacturers’ News, 231 South LaSalle Street, Chicago, III. 

Manufacturing Industries, 15 East 26 Street, New York, N. Y. 

National Hotel Review, Gehring Publishing Company, 119 West 40 Street, New York, N. Y. 

Public Accountant, 77 King Street, Sydney, Australia. 


320 


/ 


